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into a firm, -well-knit, and yet flexible -whole for the free crea- 
tion, expansion and movement of credit, will demand a good 
deal of economic thinking in the near luture With this is 
also iinpbcated the problem of establishment of a Eesorve 
Bank on sound lines That the management of currency and 
credit will have to be unified in India to prevent the inelasti- 
city and instability of the monetary conditions is now accepted 
as one of the important financial tasks of the new constitution 
In -what measure the type of Eeserve Bank that is going to be 
established in this country v ill be able to achieve this purpose 
IS not, however, certain Then there is the question of un- 
settling the ratio, of devaluation, whose effects will be different 
on different regions and sections of the community Divergent 
and even antagonistic agiicultural and industrial interests will 
hav e to be co ordinated m order that the new constitution may 
fashion a financial policy, which instead of introducing a battle 
of the provinces lays the stable economic foundations of a 
Federal India Professor Sharma’s book will serve the valu- 
able purpose of focussing attention to these and othoi insistent 
pioblcms m which the acumen and judgment of the Indian 
economist must have to lead India along the right road 
It lightly insists upon planned money, capital and credit as 
India’s urgent and basal needs, and the sooner this is 
recognised the better 

EAUHA KAMAL M-blvERJEF 

UNIV EESITT of L-PCKNOVV, 

August 193i 



PREFACE 


An attempt lias been made ni tins book to discuss tbc 
tbeoretieal basis of tlie monetary operations in oiganmed 
markets ivitli special refeience to conditions in India Indeed, 
my aim lias tliroiigboiit been to convey to the leadei a vivid 
impiession of the actual ivorlang and the interdependence 
of the various constituents of the Indian Monev Maiket The 
woik is intended to serve as a text -book on the subject and 
so special attention has been paid to the leqnirements of the 
B A and B Com Pass and Honoms conise? of Indian Univer- 
sities and it should also piove useful to students prcpaiing 
foi the Jitaslers of Arts Degree m Economics and Gommeice 
I hope, hovrevei, that the book -will also be foimd useful by 
businessmen and publicists ivho want to have a realistic 
idea of the Indian Money ktarket 

So far as I am aware theie is no single volume on the 
maiket deabng inth tho whole subject I have tiied to be 
comprehensive and up-to-date withm my limited compass, 
and for this reason topics like the Reserve Bank of India, the 
Impeiial Bank of India Araendment Act of 1934-, and the 
History of Indian Onrrency and Exchange after 1931 have been 
dealt inth m the following pages m then proper places I 
liave tried to take a judicial view of controversial topics 
such as those connected with the Reserve Bank, the Ratio, 
etc , and have given both sides of these great questions I 
have thioughont taken special caie to see that my own view- 
point should in no way obscure other vieivs, particiilaily 
those of 0111 leading busmess and financial mteiests Wlierever 
necessaiy, comparisons and contrasts mth the London Money 
Market have been instituted to bring out cleaily conditions 
in our own coimtry 'When facts and figures, not in common 
laiowledge, bave been eited, my sources of mfoimation have 
been duly given I also hope that the care spent on the index 
will enhance the usefulness ot the book 

While the book has been iviitten for students and the 
general reader interested in monetary questions, I hope it 
IS not altogethci undeserving of the attention of speciabsts 
Informed eriticism ■null, howevei, be welcomed from all quarters 
foi the improvement of subsequent editions 

My very special thanks are duo to Prof R K Mukorjee 
of the Lucknow Umversity for constant guidance and encourage- 
ment thioughont the prepaiation of the book, and foi his 
learned Poieword to it Indeed, the work has gamed immensely 
by his valuable suggestions regaiding the arrangement of 
chapters and other matters I am also indebted to my 
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honovired colleagues, Professor K S Bhatnagar M A and 
Di H B Sharnid M A , Pli T) , f or valuable belp in preparing 
the hook foi the Press I am also ohhged to the Editors of 
the My^oie Economic Journal and the Comuieue for permission 
to lepiodnee a feir chapters 'wlnch have appeared previouslv 
m their esteemed Jonrnah 

K K Shabma 



CHAPTBK I 


Introduction 

The development of tiade, oommeice and industry depends 
upon a -well-orgamzed money market The industiial progress 
of a country is determined by the avadability of adequate 
finance The introduction of division of labour is very 
advantageous for industries, and as Adam Smith pointed out, 
the piogiess of division of labom in industries is liimted by 
fhe amount of capital available The present industrial posi- 
tion of England, America and other Western countries has 
been achieved to a very great extent by the development of 
well-oigamzed money and capital markets Modem industrial 
structure and organization have become very complex and 
necessitate highly-developed money markets They have been 
iacihtated bv and m turn have facilitated the grouth of highly- 
organized money markets 

Credit plays a very fundamental part in the scheme of 
rndustnal production Businesses cannot be carried on on a cash 
basis alone and credit has become highly mdispensable A 
highly-developed and orgamzed credit system is possible only 
an a well -developed money market 

The term market is used m two senses firstly, it 
indicates a place where buyers and sellers of a commodity 
assemble to transact business and secondly, it also refers to 
aU the operations connected with a paiticulai commodity 
Money market, therefore, means all the operations which 
centre aioiind the commodity money Thus it refers to those 
institutions which deal m the borroiving and lendmg of money 
Such institutions aio banks of various kinds, discount houses 
and individuals who deal in the operations connected with 
money 

The mam function of the money market is to supply the 
inoduceis inth the necessary amount of cash and credit foi 
transactmg business There aie people who save money, 
but they cannot use it in busmess There are others "who 
possess the necessary busmess acumen, skill and talent but 
lack in money Both these classes of persons are brought into 
touch vuth one another by the help of a well-organized money 
market It attracts capital from those persons or institutions 
which save it and puts it mto the hands of those who ai e able 
to make a good use of it In Western.countiies which arc 
industrially well-developed, another function of the money 
market is the supiily of efficient cmrency so as to secure the 



2 THE I^DIAy VOJSEl SIAEkET 

relative stability in the purchasing pover of money or in the 
level of prices This latter function is not clearly grasped by 
people and by those in charge of the credit policy of a country 
This lack of imderstanding of a proper regulation of efficient 
currency has been the mam cause of the cuirency distuibances 
which modern society knows to its cost There can be no 
greater service rendered to the cause of economic stability 
than to understand and cxplam the foices governing the 
supply of an efficient system of currency and credit in a 
country By a wrong credit and currency policy the whole 
mechanism of the money market is disorgamzed and the result 
is a very gieat set-back to business and production 

Credit plays a very important part m money markets 
The most important elements of credit aie confidence, amotmb 
and time Credit system imphes the transfer of goods from 
one person to another, the pa3rmont foi which may be post- 
poned to be made m future, and it also indicates the loan of 
money for a certain period of time The most important 
media of credit are bank notes, Government promissory notes, 
bills of exchange, cheques, promissory notes of individuals, 
Hundis, etc A study of the money market of a country 
involves the study of all the operations connected vath 
the creation and supply of such credit instruments 

The mam fimctions of credit are to save the use of metallic 
money, to finance the producei who is engaged in the produc- 
tion of goods in anticipation of demand, to permit the collection 
of a multitude of small amounts into banks and to mimmise 
price fluctuations Ail these operations are essentially con- 
nected with the organization of money markets 

A well developed ciedit system and money market are 
complementary “A fully co ordmated system of ciedit possess- 
ing different types of complementary institutions can never 
exist without its indispensable concomitant a well-developed 
and reasonably planned money market The development 
of the one leads to the perfection of the other and ^^ce vosa 
The money market is the groundw ork of the country’s national 
finance whose mam flexibility depends on a fine division of 
labour and capacity for adjustment to changing conditions of 
society 

The Indian money market is not as developed as the 
money markets in Western countries This is a very gieat 
handicap to Indian trade, commerce and industries The 
amount of capital available is not adequate to satisfy all the 
demands and resort is had to borrowing money from the 
London money market which is the international financial 
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centre The credit system is not as specialized by the 
development of perfectly organized institutions as in 
Western countries or in Japan Very few systematic attempts 
have so fai been made to develop the money power of the 
coimtiy by banking institutions and hoardmg still holds 
the field to a considerable extent The existing credit system 
lacks in elasticity and therefoie, banking credit cannot expand 
to meet the extia demand for seasonal currency The Indian 
banks have no power to issue notes and owmg to then low 
cash resources, their capacity to create other forms of credit 
IS very limited Cheque habit is not w ell-developed and there 
is the absence of close connection between the European sec- 
tion of the organized money market and the native section 
of it The Imperial Bank does not and cannot contiol credit 
policj fully well This is done by the Government which 
IS the currency authority in this country Provision is made 
for tlie issue of emeigeucy currency to expand it in response 
to business needs , but this facihty is not taken advantage 
of by the market owing to the lack of a bill market The Govern- 
ment maintains a few treasuries of its o-wn to carry out its 
fifiancial operations thioughout the country The result is 
that large funds can be withdraivn fiora the market at certain 
times when they may be reqmred there High money rates 
prevail and it is very necessary that such idle funds as lie m 
Government tieasuries should be put into the hands of the 
bankers so that money rates may be low enough to facihtate 
businesses 

Industrial banking facilities do not exist in India to meet 
the needs of the situation to an adequate extent Specialized 
mstitutions to finance industries do not exist and the existing 
jomt-stock banks liave not been able to provide the necessary 
amount of finance for the industrial development of the country 
Share and security markets do not exist to an adequate extent 
The result is that the debenture form of investment plays 
a very little pait in the financing of industries Our foreign 
trade is largely financed through foieign banks and in this 
lespect the Indian money market offers a striking contiast 
to the money markets in, say, England and America The 
bill market is practically insignificant 

There is little co-operation and co-oi dination in the 
various constituents of tlie Indian money market The 
shroffs and money-lendeis seldom seek the help of the ]oint- 
stoek banks and the lattei do not seem to have enough confi- 
dence in the Imperial Bank so as to be able to seek resort to it 
m cases of emergency 

The money-lender still controls the supply of agricultural 
capital and co-operative institutions have not been able to 
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cope inth tlie situation and have not been able to reduce 
interest rates and to meet the needs of the cultivators on any 
extensive scale Land mortgage bankmg facihties are very 
inadequate to meet the needs of land oirners in rural areas 

It IS a great redeeimng feature that a Beserve Banlc is 
soon to start operations m the country vhich should take 
India along the right path of her economic development The 
defects of the Indian money market and of the currency system 
ml] to a great extent be removed As a matter of fact the 
establishment and sound -working of a centrahzed banking 
institution to serve as a bankers’ bank and to control the 
currency and monetary pohcy of India is long overdue Of 
course, much mil depend upon the degree of latitude granted 
to the authorities of the Bank to regulate the currency policy 
of the country If it is a truly national institution like the 
central banks of Western countries, it should go a long way 
to promote the economic development of the country by 
remo-ving the existing grave defects of the Indian money 
market 

The object of this book is to make a critical study of the 
Indian monev and capital market and of the various consti- 
tuents thereof An attempt is also made to offer suitable 
suggestions for improvement 
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Presidency Banks 

Tin: money market and the banlang system of India con- 
sist of tliG foIlovTing constituents — 

(1) The Imperial Bank of India rvluch came into existence- 

in 3 921 by the amalgamation of the three Presi- 
dency Banks , 

(2) The European Exchange Banlcs , 

(3) The Indian Joint Stock Banks , 

(1) The mdigcnous banlcers known by various names 
— ^tlie bhrolTs, Marwaris, Clietties and other private 
bankers and money-lenders , and 

(5) The Agricultural Banks consisting of the Primary and 
Secondary Co-operative Credit Societies, Land 
ilortgage Banks. Post Office Sa\ings Banks, etc. 
It IS mainly from the above that the siipplj’- of money 
comes to the market, and they are the principal 
lenders of mone\ 

The borrowers of money aie (1) the Government of India,, 
vho annually float rupee loans (2) the local and provincial 
governments (3) tlie agrieulturists who resoit chiefly to the 
agricultural banks and money-lenders for obtaining money 
{ 1) the traders manufacturers and other small and large-scale 
entreprencui's ivlio get money from aU these various agencies- 
on their personal security and the security of Hiindis Bills 
of Exchange, Plant and Machinery, etc 

Our main business in the following pages will be to study 
the money market conditions in India by studjung the above 
types of banking institutions and to suggest the main hnes of 
improvement for the proper and adequate supply and organiza- 
tion of money and credit in the hght of tlie existing short- 
comings 

The Presidexct Bamcs 

Chronologically banking in India is as old as our trade, 
industry and commeicc Ample evidence exists to shou that 
in the Hindu and Mohanimadan times banlang facilities suited 
to the prevailmg economic conditions vere m existence and 
the use of Hundis was made on a very extensive scule At 
present it may be mentioned that banking of the modem Euro- 
pean tjqie earned on on joinl-stock pnnciple did not come into 
existence tiU the advent of the Europeans 
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When the Buropenns camo into Tndia, they established 
agoncv bouses nliich gcneralU added a banking bianch to 
their mam trading business Many such banking institutions 
came into c\islenee in the 18th century Otic siiih institution 
■was staited by Messis IT undton <1. Co in 1770 wbioh uas 
knoun by the name of tlio Bank of ITindostan A second uas 
staited in the ciglities of the 18lh centui-j knoun as the Bengal 
Bank, and latei, i thud iias also staited laiown as 
the General Bank of India on a limited babditi bisis lutli a 
capital of Bs 20 lakhs duidcd into 100 sh ires Some of these 
banlrs issued notes also, but their ni un function uas to finance 
foreign trade earned on by the European igencv bouses All 
such institutions larac to gnot and soonoi oi laid closed thur 
doors oyving to hek of proper org.uu/ing and m iingiiig ability 
on the pait of then dircctoiate Then prospeiity laj m the 
particular nmnlKi of business linns uhom liiej liiianeed 

Inter ou< as the foreign trade of India increased, the neces- 
sity of sound banking facibties grew nioic and more ^'he 
result yyas the mtioduction of thiee seini goyeinment institu- 
tions yvbicb till 1121 sensed as the mam pill irs of the Indian 
banking system The Piesidency Bank of Bengal ciine into 
existence in 1806 under the name of the ‘ Bank of C dciitta ” 
yyith a capital of Bs lOjQOjOOO dnidecl into 500 shaies of 
Bs 10 000 o<ach It leceiyed its (haitcr of Incorporation 
in 1800 under the name of the rjcsidciicy Bank of Bengal 
The East India Company contributed about one fifth of the 
sbaie capital and appointed tlnee of the diroctois Till 1857 
the Treasurei and the Seeietaiy yyere tnilmns of the Goyein- 
ment of India The Charter of the Bank y\ as modelled on tliat 
of the Bank of England’s Cli.uler of 1691 According to its 
Chartci of 1809 it tonld not lend more than one lakh of rupees 
to any one mdiyidual and moio than fiyo lakhs to the Govcin- 
mont , it could not raise its rale above 12 per cent and had to 
keep a cash reserve amounting to onc-thml of its outstanding 
demand liabilities and its total demand liabilities ineludiug 
deposits and notes could not exceed Bs 50 lakhs yylncb y\as its 
capital Its Charter nas reiieyyed in 3823 and it could issue 
notes up to Bs 2 erores and t ho piopoition of cash to its dem ind 
babibties yvas leduced from ^ to ^ It passed thiougli 
troublous years from 1830 to 1831 vlicn its shares fell from a 
premium of Es 6,000 to one of Bs 500 and ey en came to pai 
But It sumvod its bad years owmg to Govemment direction 
and vigilance 

The Bank of Bombay nas staited m ISIS yyith a capital 
of Bs 52 laklis diyidod into 5 200 shares of Rs 1,000 each 
Tlio East India Company contributed Bs 3 lakhs towards its 
share capital and nominated tlnee duectois on the Board 
It was modelled on the lines of the Bank of Bengal It failed 
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m 1868 o-wing to mismanagement, lack of sufficient expeiience, 
the abuse of poiveis by unprincipled secretaiies, lack of sound 
legal advice and because of the fact that it tiansacted business 
of an unsafe character 

t^The Xeiv Bank of Bombay -was started m 1870 and 
changed its name in 1876 From that time onward till its 
amalgamation with the other two Piesidency Banks it ivorked 
siiCcessfuUy and paid good dividends to its shareholders 

^The Bank of Madras was started in 1843 and its Ohaiter 
v as closely modelled on that of the Bank of Bengal Its original 
capital v as Es 30 lakl s and the share of the Bast India Company 
was Bs 3 lakhs Its average note circulation before 1861 was 
Es 15 to 16 laldis It rendered immense service in popularismg 
banking business in the Madras Presidency 

All the thiee Presidency Banks had certain common fea- 
tures Firstly, they weie s enu-gover nmental institutions, and 
as we have seen above, the Government had some share 
m the capital of all the three I residency Banks and appointed 
some members of their directorate After 1876 they became 
purely private hanks and in that year the Government gave 
up its right to nominate men on then directorate and sold off 
its shares It also lyithdrew the concession of placmg at their 
disposal its funds free of interest which was the case up to 1876 
in which yeai the Government estabhshed its tieasmy system 

Another similarity was that certain restrictions were 
common to all of them There were some veiy rigorous restric- 
tions as to the business they might cany on The principal 
restrictions were — 

{a) They could not deal m foreign exchange business and 
they could not diaw, discount puichase or sell bills 
of exchange except those payable in India or 
Ceylon It v as due to the fact that foreign exchange 
business piior to the adoption of the gold exchange 
standard was yery iisky and it was thought pioper 
in the inteiests of then safety to prohibit them from 
^ carrjnng on this busmess 

(6) They could not laise funds outside India 

(c) They were not allowed to make loans for a period 

longer than six months 

(d) They were not allowed to advance loans on the security 

of immovable property m any manner nor upon pro- 
missory notes unless they bore the endorsements of 
two independent names 

(e) They could not give loans upon the security of goods 

unless either the goods themselves or titles to them ^ 
were deposited with the banks as security 
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These restrictions ndded to the safety of Ihc'c hanks and 
it "vvas this cautiousness s\hich ms responsible for their sur- 
•vival at a tune ■nhen India uns faced by severe banking crises 
Had these semi governmental institutions failed, there -nould 
have been a great set back to Indian banking Their mam 
functions were to receive deposits in India and to grant loans 
for a period not exceeding six months on the security of at 
least tvro independent names Tins left a certain loophole, 
because any tuo independent names appearing on the eommer- 
cial paper could s.atisfv the letter of the Ian ind the banks, 
of course, by satisfying llic letter of the law proceeded avithin 
limits of prudence Then financed the internal trulo of India 
and could lend money on the secuiity of goods proxnded the 
goods or their titles ncre deposited lutli them Iliev also 
managed the debt of the Government of India and they -weie 
paid for undertaking this business They also issued notes 
prior to 1862, bnt this l)u«iness of theirs was not \ery important 
and profitable from their point of x.ou , because tiu'rc yere 
restnctions m that they had to keep a cash reserve of J formerly 
•which was later on reduced to ^ of their total demand 
liabilities 

The note-issuing function svas taken auav from them by 
■^he Government of India in 1SC2 from vlucli time ouuard the 
Government has been doing that busmoss^ Esen under the 
regime of the Presideucv Banks vhen thej vorc allowed to 
issue notes, the supple of notes was not elastii owing to thd 
restnctions mentioned abo\c As a comjiensation for taling 
over the note issiung business from them, the Government 
placed at their ebsposal all their cash balances free of anv 
charge Tins the Government 'went on doing till 1876 — the xear 
in which ^he indepcnrlent treasury sestcra vas established by 
them The banks put obstacles in the s aj of tlie Goa eminent 
avhen the latter u anted to a\ithdraa\ their fnnds foi disburse- 
ments on various items As a consequence the Governineut 
estabbshed its oavn tieasury sjstem at the three presidencj 
toy ns 

In 1876, however, the Government agreed to keep a certain 
minimum balance with the banks free of any charge and td 
pay mterest in case the balances kept y ere less than tbc legal 
imnimum But no occasion arose to pay any luteiest because 
Jthe balances held were always more than the legal mmimum 

The banks, however, wanted the Government to allow them 
to raise funds in London and bring them to India, for by this 
they could take advantage of getting it cheaper m England 
at about 3 per cent and investing it in India at higher rates and 
thus they could make a profit The Government, however, 
■did not penmt them to do so Mr Keynes also was not m 
favour of this because he showed that they could not employ 



FRESIDEKC7 BANKS 


0 


these funds duimg the slack season Until the funds could he 
employed all thiougliout the year, there could he little advan- 
tage to the hanks of this process heing permitted to them. 

Keynes, therefore, suggested that the hanks should either 
get loans from the cash halanccs of tlie Government of India, 
or from the paper currency reserve But this was no new 
thing and as a matter of practice loans were alloived to them, 
the policy of the Government being to allow loans to them at 
their puhlished rates of discount 

Tins did not encourage the hanks to get loans from the 
Government, for they could not get any profits in this way 
The Chamherlain Commission suggested that they should be 
allow ed loans at 1 per cent less than their discount late, 
hut the Secretary of State did not accept the suggestion The 
Government, however, placed large funds at the disposal of 
these hanks during the war to facilitate the public to make 
investments in the war loans ' 

The Tleserve Treasmy system was very disadvantageous 
because during the busy season demand foi money increased, 
hut it was the time for pajing land revenue Therefore, at a 
time w hen funds were largely required in the maiket, a lot of 
them vent to the government treasiiiies This brought loss 
to cultivators, etc , for they had to sell v hen prices vere being 
defTcssed owing to sudden withdrawal of funds from the 
market The independent treasury system was, however, 
abolished in 1931 and no more comment need he made on it 

The above restrictions, however, did not prevent the Bre- 
sidencj' Banks from malang progress On the other hand, 
they were helpful in lettiug them through severe crises very 
safely, though m those times other banking institutions came 
to grief and had to close then doors Lately, how'ever, when 
foreign exchange business had ceased to bo speculative witli 
the adoption of the gold exchange standard, there waas httle 
justification for those restrictions 

These banks were also very helpful in malang the note 
circulation popular by piovnUng special facihties for their 
cncashmeut at their branches 

The following statistics show their position till their amalga- 
mation into the imperial Bank of India — 
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Bank of SIadkas 

{Fiqures tn LaLhs of Eupces ) 


Year 

"e 

§, 

O 

> 

S-i 

C. 

m 

CO 

m 

o 5! 

,c 0 

a 

Cash 

cc 

tn 

o C 
> 0 

a d 

0 c> 

'S ^ 

1895 

d 

50 

c 

« 

16 

o 

R 

46 

0 « 
fi 

278 

144 

c s 

45 

fl 

10 

1900 

60 

22 

35 

260 

82 

67 

8 

1905 

60 

30 

41 

344 

140 

71 

10 

1906 

60 

32 

54 

353 

151 

81 

10 

1907 

60 

36 

35 

416 

162 

84 

10 

1908 

60 

40 

52 

447 

153 

84 

11 

1909 

60 

44 

49 

500 

181 

79 

12 

1910 

60 

48 

72 

567 

184 

85 

12 

1911 

60 

52 

59 

625 

185 

104 

12 

1912 

76 

70 

75 

743 

196 

133 

12 

1913 

75 

73 

86 

805 

219 

117 

12 

1914 

75 

76 

91 

761 

267 

134 

12 

1915 

75 

65 

86 

803 

256 

184 

12 

1916 

75 

55 

104 

960 

286 

161 

12 

1917 

75 

50 

87 

1,020 

496 

94 

12 

1918 

75 

50 

102 

954 

271 

139 

12 

1919 

75 

45 

104 

1,215 

436 

175 

12 

1920 

75 

45 

118 

1,579 

605 

211 

18 


Figrnos aJc taken fiom the Indian Year Bool , 1929 

As> the tables sho-n the Bank of Bengal "was the best from 
the point of Tie’W' of financial standing followed by the Bank of 
Bombay and the Bank of Madras respective!}’' The capital 
of tliese banks does not sliow any mcrease except in the case 
of the Bank of Madras i\'hero the change is slight During the 
war time there was a great mcrease m the amount of the 
private deposits because of lugh pio .ts reaped by the people 
owing to rising prices Their cash reserves were much above 
30 per cent of their demand Iiabihties and their progress is 
pioved beyond doubt by tlie mcrease in mvestments and the 
increasing rate of dividend declared, though 1 1 the casi of the 
Bank of Madras there was a umform rate of dividend from 
1909 tiU 1919 
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Commercial Banking 

CosniEECiAi/ banking in India is carried on by the Imperial 
Bank of India, the foreign exchange banks, the indigenous 
bankers and the Indian joint stock banks registered under the 
Indian Compames Act There is no clear cut demarcation 
•of fimctions of these Tanous classes of banks in India, because 
the Indian jomt stock banks do handle biUs relating to export 
and import trade of India and the foreign exchange banks 
4eal not only rrith foreign trade but with every branch of what 
has been called commercial banking and they have also been 
known to give cash credits and overdrafts to industrial con- 
cerns on adequate secmity 

There is no lav prohibiting a bank from carrying on a 
particular kind of business that it is permitted to do by its 
Articles of Association and its ilemorandum Nonetheless 
these various classes of banks have specialized m various types 
of bankmg and hence the justification for tlus classification 
In India as in almost all other countries of the world commer- 
cial banks mostly deal in the distnbution of credit and thev 
are depnved of the right of note issue This function is 
performed bv the State in India and by Central Banks in foreign 
countries Thev attract deposits from the public usually for 
short periods of time and supplement these resources by obtain- 
ing loans against their investments of various categories The 
money is lent out to traders and businessmen for short penods 
Thus these banks render a most useful service to the economic 
life of the commumty by mohihzing the hanking resources 
and makmg them available for profitable channels of trade and 
commerce ^ 


^ “Before the war, the general pohcv and the chief activities 
•of the commercial banks differed appreciablv from country to countrv 
In the Anglo Saxon, Scandinavian and Batm-Amencan countries 
•the banks devoted themselves to what has been described as ‘deposit 
hanking ’ — i e , to receiving monev on deposit and lending it on short- 
derm to commerce and mdustrv in the form of discounts and advances , 
mormalh they avoided immobilising their resources m long term credits 
TO, or participations in, industrial enterprises In these countne=, 
-the bau^ did not as o rule exeieise any direct influence on the manage- 
ment of the busmens undertakings which were their customere The 
banks in Contmental Furopean conntiies, on the other hand, largelv 
speciahsed in ‘ investment ’ or industrial ’ hanking As a rule, 
-thev maintained close relations with mdustrv and often took the 
imtiative in creating new mdustnes whose shares and bonds thev 
mbsequentlT placed with the general puhhc Piequentlv, thev main- 
tam^ a substantial proportion of these Eecuntie= in their own invest- 
ment portfolio , an appreciable proportion even of their shott-t^im 
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Dl'iTEIBXmOK OF OOJDIERCIAL CREDIT 
The advances given by commercial banks fall under three 
•classes (1) Advances against marketable security pledged 
■with the bank , (2) Clean advances against personal credit -with 
a second signature to the promissory note , and (S) Clean 
advances against the personal credit of the borro-wer only In 
India the &st two types of advances are most common as 
agamst that of the third type in Western coimtries 


deposits was normally extended in the form of long-term wortmg 
credits to concerns iindei then control They were generally directly 
lepiesented on the hoards of the moie important undertakmgs financed 
by them Then general hquidity was largely dependent upon the 
financial position of a comparatively small number of important cus- 
tomers On the othoi hand this policy resulted m a very active 
support to industry, paiticnlarly foi the opemng up of new fields of 
activity, m countries whe^'e capital yas compaiativelv scarce 

This desciiption of banlang conditions on the European continent 
applies particulaily to Germany, the old Austro Hungarian Empire, 
Ttiilj, Belgium and, to a less extent, to the hetheilands In France 
the banques d’affaues and the impoitant pm ate banking houses 
earned on business along sunilai lines , the leading banques de credits 
■operated chiefly as deposit banks and, m addition, played an impor- 
tant role as intermediaries foi the issue of Government and other 
public lo ms, both domestic and foieign — a form of investment winch 
was paiticulaily attractive to French capitalists The big commercial 
ha nks m Switzerland, which, howevci, were of less predominant 
importance than those of the other countries, also undeitook industnal 
banking on a laige sc^le, hut owing to the early estabhshment of 
special trust compames acting as intermediaries between the banks 
-and industry the direct relations of the hanks with industry were less 
intimate 

Austro-Hungarian and German hankmg practices were also 
adopted in most smaller Eastern European States After the war 
-the Succession States created new banking systems on the basis of the 
old local banks and the branches of the "Vienna, Budapest and Berlin 
institutions These systems have, on the whole, contmued the pre- 
war traditions 

In post-war Europe, the contrast between pure deposit banking 
-and industnal hankmg systems has been considerably weakened The 
systems of the former type have extended their operations o\er a 
consideiahlv wider range of activities and have entered mto much 
closer relations with industry than formerly This is partlv the result 
of the first post-war depression which seriously affected many of their 
most important customers , short-term credits became frozen and, to 
protect their own interests, the banks were fi equently obliged to take 
over the security foi loans previously granted and to assume diiecfc 
control over large industnal undertakings The direct relationship 
thus established between banks and industry enabled the former to 
exercise an active influence on the leorgamzation of the lattei The 
gradual hqiiidation of the banks' industrial engagements pioceeded 
relatively slowly and had been only partly effected when the piesent 
depression set in Purthermoie, in some of the countries concerned, 
issues of industrial shaies and bonds especially tho^c of older indus- 
tries have been less easily maiketed in the past decade than formerlyi, 
industry, accordingly, has had to lely upon bank credits to a gieatei 
extent ^ 




14 


Till nOUK MOM } MIJtMT 

The buUc of credit is granted against tangible assets as 
bonds, shares and iininoi able property because the quantity 
of tyonanic papei acceptable to banhs is limited The most 
fayourite method of bon owing is the cash credit sjstem under 
which an advance is granted by the bank against a promissory 
note of the borrowei and secured by In pot liecation of stocks 
According to the system the boiioner has to pay interest to 
the extent to which he a\ails of the credit from daj to day 
The bank can withdraw the facilities at am time, if necessirj, 
and the borrower can also similarly reduce tlie obligation sub- 
3 ect to a minimum interest clause actording to whieh the bank 
would ehaigc interest on a minimum amount usiialh half the 
maximum hmit of the drainng poncr alloucd to the borrower 
The sjstem of cash credit stands m the way of the popularitj 
of the bills of exchange 

The mam reason for the difference m the prietice in 
Western countries and India is the tradition est ibbshed bj' 
the vaiious classes of bmks reinforced by the provisions of 
the Indian Companies ict rcquiiing the elassiiication of a 
bank’s advances m the balance sheet as seemed and unsecured 
Other reasons are — 

(1) Absence of touch between borrowers and lenders in 

the money market , 

(2) Absence of the policy of “ one man one bank ’ 

(31 The managing agency sjstem , 


On the Puioptan continent, on the other Imntl, cion the big 
hanks are not (Jo\oting moie attention to Uepo'-it bant ing than foi- 
mcilj Then holdings of shares m indiistnal uiidcitakings lia\o 
been ledured not onU in proportion to total n‘-=pt= but in ninnj 
cases, e\en in absolute amount since befoic tlic wni and then methods 
for long tenn financing of industry have been subsfnntinllj modified 
Tlic risks ma ob ed in immobilising a largo pi oportion of short-term 
funds in longterm credits became aery patent during tlic difficult 
periods of shaken confidence through which nio',) countnes passed 
aftei the war Thiough financial, tiust or holding companies opoint- 
ing chiefly with funds rased hj issue of dcbcntiiies the hinks can 
exercise an influence on industrial conceins without becoming too 
closely identified wath them Sauch compames haac oxpeiienced a 
maiked dea-elopmcnt in recent Tears, both in the countnes aalieic 
industiial banking js tlio most cliaractenstic ami in those aiheie 
deposit banlong still predominates 


Faen though the contrast between the two main tapes of hank- 
ing with legaid to their relationship to mdustia has thus hocomo 
less marked, there are still many significant distinctions hotweea 
them, since the charactenslics of the hanks aara from count ra to 
country A sinking foatuie in posl-aaai banking particulaila m 
Germany and Poland, is the a era lapul oea elopment and gieat 
importance of public banks (i e , cicdit institutions helongin»- to oi 
controlled hy goyernments and other public bodies) which can a on 
^ hanking ” [Commcrcml Ban! s, 1913 

1921), League of Kations, 1931 Edition, pages 13-14 ) 




CO ir ’f ; Hat \ h bi nh a ir> 

(1) The .ibsenoo of institutions wlmh can supply infornia- 
lion to banbors about ti.wkrs and businesstnen, 

'I he Indian Banking Commit ,! po write, “ We consider that 
banks m India prcneiallj sliould adopt, as far as possible and 
consistontlv with sifcty, .i moic profriessivo polices in the 
matter of irr'inlinp do in ulvances on the person il credit of 
borrowers In our opinion the cliaiif'e will be fniilitiled by 
the g^rowtb of the jiractue ‘ one man, one bink. ’ 

Clem loans a"iuist personal eiedit of the borrower of 
"ood tb'iraitoi me as safe is nn> otliei Collateral hccunty 
IS hktd by the banker on the print iple that there is stronplh 
in number but m ease of ba/iar diseounts, tlio banker looks 
lo the endoi-'ti wlio lias jiresented the bill to tin* baiikei and 
not to tlm oiiKinil diawei Therefore, a two-name paper is 
in prictice aaamst the security of tlie individual bnrrow’or 
Jn a laT"o nnmbei of eases the basis of credit is the banker’s 
confident e in the individual customer and this eoniideiico 
depends upon the fact that the banker knows the boirowers 
peifonal stundm", mte"nty ami ability to liquidate the paper 
on the due datt In 1 irpt'-scale enterprises the banker cannot 
be espcctcd lo knov ]iersonall\ the clniractei and financial 
standing of boirowris and he must, therefore, supplement Ins 
general knowledge b\ information through other soinces 
In Bnglarid and Amenta, Sejd’s and Duns lespcctuolj', are 
the agencies to give infonnation regauling the indiiidual 
borrowers and sueb agencies should bo dee eloped m India also 
At present indnidnal banks in India inainlam separate and 
luduulual establisbnunts for getting uiformilion about their 
< ustomers The Imliaii Banking Committee rccoraraend " that 
the problem of pooling the information and oigamrmg bomo 
bystom of eollcfling relmblc information, a systiun buited to 
the needs of Indian tustorners and conforming, as much ns 
possible, to Indian cnMoin, should be -studied by the banks 
and the bankers’ assoeaalion pioposcd bj ns ” (Pages 3S3, 
381 of the lit port ) 

At jiresent an important source of getting credit 
infonnation In banks is the balance-sheet supplied by the 
borrower dnoctly on enquiry To suggoht that llio Indian 
borrower is not as willing to divulge the uifoimatiou ficely us 
the boiTower in Westcin countries will bo nnjiibt and the 
Indian Banking Committee m this connection write that in a 
great majority of eases such information is oasilj available 
provided a roiieet method of obtamnig it is followed If the 
bmikcirt maintain a jnopei touch with their borrowers, they 
have no difficulty in getting such information ■“ 

- /iifJinn Central Bunhin'i Commifkc’i Jteport, pp ?S2, .isJ 

■ Ibid , p 3S’ I 
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Anotlier ■way to get credit mformatioii is the interchange 
of informataon, expenence and personal laioivledgc of the 
yarious hanks regarding Ihcir customers 

Capital, Jicscnc, Deposits and Gash Balances of the Piincipal 
Indian Joint-StocK Banhs on Hist Dcccnihei, each year* 

Class A — Banls with Gajiital and Reserve of Rs 5 lalhs 
and over 


{Figures in Thoukantls of Rujicrs ) 


Year 

P3 

C c 
r ? 

^2 

1- 

O c 

S £ 

K ■= 

"c 

4- 

O 

7 

c 

p 

i- 

V c 
eC 

1870 

o 

9,83 

1,82 

11 07 

1 1,97 

5,07 

1880 

3 

18,00 

3,11 

21,11 

0 1, 17 

10 03 

1890 

o 

33,70 

17,79 

51 09 

2,70 78 

57,79 

1900 

9 

82 12 

47,00 

1 27,72 

8,07,72 

1,19,01 

1907 

0 

84 77 

77,82 

1 02,19 

13,98 02 

1,73,50 

1910 

10 

2,77,00 

1,00,57 

8 70,21 

25 07 87 

2,80215 

1915 

20 

2 81,80 

1,50,07 

1 !S 01 

17 87 27 

1.99 41 

1910 

20 

2,87,80 

1,78,00 

4 01 02 

21 73 07 

0,03,19 

1917 

IS 

1,08,70 

1 02,99 

A (lO 09 

81,17 01 

7,01,81 

191S 

19 

4,80,t7 

1 05,79 

0 02 01 

40 39, J8 

9 18,78 

1019 

IS 

5,19,07 

2,24 27 

7 0181 

78 90 n 

12 10,03 

1920 

27 

8 87 02 

2,77,40 

10 92 18 

71,1 1 in 

10,10 70 

1921 

27 

9,38 80 

8 00,81 

12,80,01 

70 89 08 

15,07,90 

1022 

27 

8 02 21 

2,01,07 

10 08 89 

01 0 1,80 

12,0 > S8 

1928 

20 

0,89,07 

2,81,89 

0,73,14 

11,^2,82 

7,87,01 

1924 

29 

0,00,57 

1,80,89 

10,70 94 

52 70,72 

11,20,70 

1927 

28 

0,71,00 

8,80,01 

10 79 01 

71,19 3b 

10,00,57 

1920 

2S 

0 70, U 

1,08 07 

10 87,19 

79 08,02 

9,11 01 

1927 

29 

0 88 70 

4 19,33 

11,08,07 

00,81,11 

7,09 80 

1928 

28 

0,71 84 

o 84 00 

11,09,70 

02 87 30 

8,19 00 

1929 

33 

7,80,07 

3,00,54 

13 73,51 

02,72 01 

0,01,99 

1980 

30 

7,41,82 

4,40,81 

11 87 33 

03 21 SI 

7,00,79 


Class B — Banls with Capital and Rcseric beltcecn Ra 1 
lahh and hss than Rs 5 lalJis 


{Figures m Thousands of Rupees ) 




s* ® 

tr 

C 


cr 

o 

o 

Year 

5 A 

O o 


o,— 

r 

C 

s 


c S A 


S £ 
a « 

'p 

O 

'cT "c 

1915 

25 

45,38 

9,78 

77,11 

01,37 

20,01 

1916 

28 

51,77 

11 50 

63 27 

1,01 28 

10,70 

3917 

25 

44,10 

10,24 

74,40 

99 20 

20,42 

1918 

28 

48,05 

14,43 

03,08 

1,73,87 

36,90 

1919 

29 

78,11 

21,80 

74,97 

2,28,49 

53,71 

1920 

38 

61 42 

19 97 

81,37 

2,33,40 

11,91 

1921 

38 

77,03 

28,23 

1 00,28 

2 20,02 

43,72 

1922 

41 

88 00 

27,05 

1,10 03 

3 37 89 

60,02 


< This table and -the follomiif, tables hnie been taken from 
Statistical Statements relating to BanJ s in India for 1930 
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COMIMEJICIAL B4EKIKG 3<) 

Brvnch Bawking 

Theie is considerable scope for tlve development of branch 
banlang in India and tlie branches of the Imperial Bank of 
' India have been very successful in attracting deposits In 
England the deposits of the ‘ big five ’ amoimted to £ 1,66G 
millions in 1928 oi about 14 times then capital and reserves 
■which amounted to £310 millions , whereas the corresponding 
figuies for tlie same year of the five biggest banks in India 
(not the Imperial Bank) were Bs 49 ciores and Ks 7 crores 
lespcctively 

The opening of a branch bank ma 3 " not always be a 
remunerative business fiom the beginning and, therefore, the 
Indian Banking Committee have recommended that the 
Eeservc Bank -when established should place at the disposal of 
a ne'Ti branch of a joint stock bank in India at a centre where 
there is no joiiit-stock bank, for the first five years, a deposit 
of such sums on terms and conditions as it may consider neces- 
sary Indigenous bankers should be hnked up with the 
Eeserve Bank m order that branch banking may develop in 
India and this mil also pio-nde banking facilities in areas where 
theie IS no bank in existence It will also strengthen the 
position of indigenous bankois 

At present there is a general tendency for deposits collected 
at branches by the various banks to be taken to head offices 
for utilisation Thus local places suffer for the sake of the big 
urban centres even during the busv season when theie may be 
a demand for funds at the mofussil centre It was proposed 
by ceitain banking committees that all branches should be 
compelled by law to invest a certain portion of then deposits 
in the local place This practice will be undesirable as it will 
interfere mtli the freedom of the banlis to utilize their 
resources to the best possible extent and it may be to the 
disadvantage of the country For this reason the Indian 
Cential Banking Committee rejected their suggestion 

Some TvitnessGS urged before the Indian Banlang Com- 
mittee that the competition of the Imperial Bank of India 
and of the Exchange Banks was too powerful for the Indian 
joint-stock banks to let them develop along sound hnes The 
Indian Banking Committee do not favour any restrictions on 
the Imperial Bank to prevent this competition According 
to them there is no competition -vsith regard to borrowing rates 
and that with regard to lending lates is commended by them 
as being beneficial to the public and as a factor in bringing 
down the incidence of interest charges foi local trade 
In order to ensure a well-ordered development of jOint- 
stock banking in Imha, the Committee recommend that banks 


B Indian Central Banl mg Committee’s Bepoit, p 379 
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•desiring to open neiv 'brandies sbould be required to obtain the 
approval of the Eeserve Bank before doing so “Licences 
should be fredy granted to the already established branches 
and it ivould be the business of the licensing authoritv to see 
that the provisions of the lav and any other conditions specified 
in the bcences are comphed vitb ” 

Banks may not be able to open nev branches oving to 
insufficient business possibilities In such ca«es they may 
open sub-offices or part-time branches vhich can develop m 
course of time This system proved satisfactory in rural areas 
in England Then there is the question of economic?! manage- 
ment ^ In India it is a general complaint that the cost of 
management of most of tne Indian ,oint-stoek banks is 
disproportionate to their scale oi business They has e merely 
been influenced by a false sen^e of prestige in maintaimng 
more eipensive establishments than they can afford to do and 
they have been content to merelv imitate the expfnsive 
European models The=e banks '-hould combine the efFiciencv 
of the European model with the economv of indigenous bankers 
in India The Indian Banking Committfe do not say 
whether this charge is true out they commend the suggestion 
for consideration to the management of the banks 

Tlie Indian Banking Committee do not agree to the sugges- 
tion that the Postal fcavings Banks should permit deposit's 
being withdrawn bv cheques as it would make it more difficult 
and less attractive for joint-stock banks to open branches at 
suitable places and it would ako mterfere inth the develop- 
ment 01 the indigenous and co operative banks The staff of 
the post office vail not be able to cope ivitli the business and 
a higlily paid staff would make the department too costly. 
The Bankmg Committee have also recommended that 
obstacles in the way of mergers among smaller joint-stock 
banks such as super-tax etc should not be imposed and the 
existing ones should be removed An exemption from super-tax 
for a limited period is recommended by them’ — 

CirsEs Peevexteng Growth oe IxniAx- Joixt-Stock 
Baxks 

The total number of hanks and their branches in India 
will he seen from the foUowmg table" — 

Hoad Offices Branches 
3 161 

88 

171 512 


Total 174 704 

® Indian Central Banhng Commdt-e 1 } eporl pta. j .,0 

Siaivdiral Tables relaimj to Bants in India for 1030 


Imperial Bank of India 
Exchange Banks 
Indian Joint-Stock Banks 
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This means that m India there is one hank for every 
4,40,000 people There are several uiban places and wide 
Areas containing a laige numbei of people where there aie no 
hanking facilities The distribution is very uneven In the 
Umted Kingdom theie is a branch of a bank for every 3,500 
people and in England and Wales for eveiy 4,600 The follow- 
ing statement shons the position of bank offices in other coun- 


tries — 

Bank 

Offices 

USA 25,000 

Great Britain and Ii eland 13,100 

Fiance 4,400 

Geimany 3,100 

Belgium 1,200’ 


Tlie mam causes responsible foi the sIom development 
of banlang in India are — 

(1) Hoauhng hahit and diicct loan's io hade and indusby 
in ill c form of deposits mih films m companies — This is not 
so much a cause iireventmg the growth of bankmg in the country 
as a result of the lack of banking facilities m mofussil places 
The deposits kept by people with peisons havmg very hmited 
activities of banking show the dearth of bankmg and the dearth 
-of smtablo investments understood by people in which 
money may be mvested , but this is an mevitable phase of 
transition tlirough which India is passmg 

(2) The detaient cfp'ct of banh faihncs in India — People 
naturally show great apprehension regarding the safety of 
-their funds because credit is a very delicate thing The figures 
.of failures from the year 1921 to 1930 are given below'’ — 


Number of Authorized Subsciibed 

Companies Capital Capital 


Paid-up 

Capital 




Es 

Es 

Es 

1921 

7 

70,40,000 

5,80,965 

1,26,329 

1922 

16 

10,15,66,000 

27,25,744 

3,29,991 

1923 

20 

21,86,89,996 

9,92,36,480 

4,65,47,325 

1924 

18 

6,30,30,925 

26,46,370 

11,23,623 

1925 

17 

1,89,80,000 

25,41,695 

18,75,795 

192G 

14 

70,80,000 

7,05,815 

3,98,115 

1927 

16 

69,30,000 

6,83,372 

3,10,618 

1928 

13 

81,70,000 

31,65,740 

23,11 717 

1929 

11 

1,60,50,000 

24,99,050 

8,18,972 

1930 

12 

6,27,40,000 

46,55,445 

40,59,644 


® Minority Bcpori of the Indian Banling Committee, p 115 
° Statistical Tables relaiing to Banks in India for 1930, p 85 
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The Indian Banking Committee did not mvestigate this 
question and in this connection lilr Mann Suhedar in his 
MtmriUj Report ivntes “ I regret that the committee did not 
investigate the question of the total hank failures in this 
country since the estahhshment of Government by the Croivn, 
and the amount of money that nas lost in these failures 
It might have pointed out irhcther the bank failures have been 
greater and more disastrous in India of banks under Buropean 
management, or of banks midtr Indian management It might 
have also brought outirhethei they have been m excess of similar 
failures m other countnes in the early period of the grnwth of 
hanking on modem lines On both these questions my 
personal feehng is that the failures under Indian management 
have by no means been greater or more disastrous and I also 
feel that India has not passed through an eveessn e death rate 
m banks compared to other countries 

Unfamilianty of people mth jomt-stock enterpnse is 
responsible for this hank mortality to a great extent A bank 
failure is of neeessitv much advertised This publicity may 
help a hank hke the Impenal Bank to uluch the depositors 
may turn, hut it immediately penahses an Indian concern in 
■which deposits are not reneued 

(3) The attitude of Government and public authontie^ — 
“ IVithout any desire to drag in pohtical considerations of 
any kind, it may he mentioned that the Indian efiorts m the 
field of hanking have seldom been vierved with enthusiasm and 
have been generally regarded mth suspicion m official circles 

it is not that the discretion vested in officials was abused, 
but that it was used with undue seventy, which led to a general- 
nation on the part of the pubhc and of the hank®, which u ere 
aggrieved, that the official opimon was generally hostile ’ ” 

In this connection it may not he out of place to mention 
that in 1932 the Government of Bombay issued a circular where- 
m it was shoivn that it uas dangerous to msure goods ■with 
Indian insurance eompames It is from such things that the 
Indian pubhc probably conclude— natnrallj though— that the 
official attitude is not favourable to Indian banks 

(4) Compel wn and opposition of foseign msliiutions — 
The most advantageous points have been held by the foreign 
banks and the most profitable business is in their hands 

They do not care for the less profitable {business) which 
they leave to Indian institutions, but they are watchful of 
every Indian institution that gathers stren^h and that can 


1“ Minority Iteporl of Mi- Manu Subedar, nn 
11- Ibid p 119 


merce 


See the Jfeyori of the rederHion of Indian 
X and Industry, 1032, pp BIT and B18 
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piovo to bo a possible rival Their policy is tlms the gonoial 
policy oi monopolists, vis , give mmimiun soivico to get 
maximum leturn ” [Minontii liepoit of the Tiuhan BanJ^ing 
Comvnitcr, p 320 ) 

(5) Liymicd iiadt and bumiess in Indian hands — ^Banks 
prosper when trade and industry thrive but ^vhon the profits 
ot the lattci fall, banks also sillier and a veiy laige portion 
o£ our tiadc being in the hands of foicigners, this is natuially 
a disadvantage to Indian banks , because foieigneis naturally 
piefei their own lath and km to Indians 

(()) Ticfnincc to Indian lianhs — national sentiment 
affects business all ovei the woild Foicign banks encourage 
foreign insuiance companies and shipping companies, etc , and 
the latter in then turn encourage the foimci This tendency 
IS not noticeable among Indian hims of biokers and agents 
vho are subordinate to foreign houses “ The absence of such 
sentiment is undoubtedly a handicap to Indian institutions, 
and if it is desired that this handica]> should bo removed, 
measures uould have to bo taken Ironi tlie top to make this 
possible 

(7) (a) Entry into clcaimg houses of Indian joint-stock 
banks is difficult The decision to take in a now member 
depends upon the majority ivliich consists of foioign institu- 
tions and they raise difficulties 

{b) Now Indian banks and those specially small 
cannot expect to bo prefcired to the older institutions 

(c) “ Thoio IS reason to believe, that Indian institu- 
tions generally and new Indian joint-stock banks in particular, 
are disparaged by the superior staff of foreign institutions 
Theio aio a laigc number of biokers, middlemen and others, 
including actual and piospectivc boriowcis and bank clients, 
Avho constitute the medium through which ridicule, dispaiage- 
ment and discouragement against Indian banks in general, and 
new Indian mstitittions in particular, are transmitted to the 
Indian pubhcj( 

(8) Dtaiih of Capital — Tlieie is a definite limit to banlang 
expansion lif^ndia winch is sot by the available funds A 
largo number of people liavo made investments in tiade and 
government securities and if tho atmosphere of the banks foi 
the success voiild be favourable, theio is no reason why banks 
should suffer from a dearth of deposits or share capital Tlieie 
are numerous banking institutions in India which are not work- 
ing to their full capacity and many smaUer banks could otter 
a nucleus by amalgamation 

(9) The absence of cheque habit and tiansactions being to 
a gieai extent on a cash basis — There is lack of familiarity 
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not only witli tlio nse of clieqnc but of ciedit instruments la 
general, and tins f"ct restricts the operations of ostabbsbed 
banks and the scope for new banks If banks could use verna- 
culars for cheques along 'vnili English, tins might go a long "way 
to famiban/e people vrith the use of cheque Hundi being 
an indigenous credit instrument has been m vogue m India 
smee long and the cheque liabit can develop if cheque forms 
are punted in local -vernaculars 

(10) Legal hmehancei — The development of the credit 
system depends upon the efficiency of a legal system designed 
to protect and safeguard the rights of indi\ iduals and to enforce 
a prompt fulfilment of transactions Credit vill become dear 
if the lender has to take iisks of unfair treatment in lav courts 
and cannot ho sure of liquidating his loans by selling off the 
mortgaged projierty The propel tv forms a good securitj’' 
only if it IS transferable vithout legal or customary limdrances. 
If there aie such restnctions on free tiansfei of the property^ 
the banker will find it difficult to advance loans to customers. 
The Land Abenation Acts and certain Hindu and Mohammedan 
Lavs and customs relating to succession and transfer of rights 
present great difficulties in the v ay of hankers in India in giving 
financial accommodation on bankable secuntv These diffi- 
culties should be removed it credit is to be made cheap la 
India 


EEXIITTV^CE FACILITILS 

Commercial banks render a veiy useful service inasmuch 
as they transfer money qmckly and economically from one 
place to another The Imperial Bank charges one anna per 
cent on sums ovei Us 10,000 and aUovs a concession of 50 
per cent to joint stock banks over sums above Es 10,000. 
The charges made by joint stock banlcs to their customers vary 
■with the demand and supply of funds and the cost of internaL 
remittance m India is said to be higher than in other countries 
In this connection the Indian Banking Committee -vsrite “ We 
recommend that it should he reduced as far as possible -with 
a view to a better utihzation of the resources of the country 
and a lowering of the rates of interest generally throughout 
the country If transfers of money for member banks 
and bankers were made by the Keserve Bank free of cost as a 
national service, it would, we thmk, have a good mfluence 
on the equalization of mteiest rates throughout the country 
The views of the Eoyal Commission on Indian Currency and 
Finance may also be usefuUy quoted in this connection which 
aie — 


Central Ban! mg Committee's Beport, para 566 
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“ In anv sclicme of banking rcfoim that may bo planned, 
"vve trust tliat duo emphasis will be laid on the provision and 
extension of cheap facilities to the public, including banlcs 
and bankers, for internal lemittancos 

The Impel lal Bank should loduoe the remittance cost to 
the public bj charging half anna pci cent for leimttance of 
Ks 10,00ft and above to transfers betiveen any two banks 
In itiral aioas the ficilitics can be extended by co-operative 
societies 


Tun Qirsiiox or Liquidity 

Great stress lias been laid on the maintenance of propei 
liquidity on the part of Indian banks It is, of course, necos- 
-sar\ that a bank must honom the cheques of his enstomera 
on demand The hanker must ha\e sutlicicnt cash resources 
01 other worliing arrangements by which be must be able to 
meet liis obligations, otherwise people will lose confidence 
•and banking habit would be di'^conraged Of course, the 
question of percent ige to demand liabilities is a matter of 
public opinion In agucuUural toimnnnities and m countries 
wvhero banking habit is little developed and familiarity with 
the use of credit instruments is comparatively less, a liighor 
percentage may be desirable In Westoin countries the dis- 
honouring of a cheque because of lack of cash resources has 
become au uncommon thing 

Vanoiis methods have been suggested to achieve this 
object and one of them is the sj stem of a Bankers’ Bank which 
may be a soit of a ‘ ease of need ’ fox the bankci to help him 
m honouring the clieques of his custonic'rs Tlie othei method 
as that eommcieial banks should eonfmo themselves to short- 
term adaaiiecs The foieign banlung espcils liaa-c suggested 
that all loiig-lorm loans must come fiom special institutions 
.and that industrial reeiuircinenls exeipt for small seasonal 
needs must be met from elebentmes But it has to be remem- 
beicd (hat flebeiitures are not as familiar m India as in 
Wcsfcni countiies partly because of lack of sulllciency of savmgs 
and paitly because of unfanuliaiity of people watli this form 
-of inaestment Mi Manii Subedai remarks m the I\linoriU/ 
Report “ In Western couutiies the loans of commercial banks 
aio for slioit period in form but wutiioiit iigidity Consciously 
And dcbbeialely, bmks play a veiy impoitaut part m the 
financing of industry and they engage the fluids not by meclia- 
nical rules of pciiod, but accoiding to the needs of their clients 
J 50 long as they feel safe about the ultimate letnrn of their 
money What happens in practice is that the deposits, winch 

Report of the Royal C'oimiiiJ.'ooii on Indian Currenci/ atid Firtanct. 
1920, pwa 210 
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are sliort-bred, are also renewed, similailT, loans, ■vrliicli arc 
on the face of them, short penod get renewed Many authon- 
ties could he quoted to show that, ■with regard to banking 
systems m mauT countries, an nndnc emphasis in practice on 
short term loans rvould defeat its own object, and considerably 
detract from the service, which banks can render to tiade 
It is necessary to lay down some standards, but not impossible 
standards, and the intcribction to banks, consciously to make 
loans, winch would be lecovcred not m siv or twelve months 
but in two and three vears even under absolutely safe condi- 
tions as to securitv, is not jiistifled This does not again mean 
that tlieie should be no relation in aolumo between such loans 
and the total working capital of the bank or that thcie would 
not be need to scrutimse much more carefully loans extending 
over some time, since the cliange of economic conditions weak- 
enmg the honower, or the cnteipnse, is more likely in the long 
period than in the shoit one The rule, which makes self- 
liquidatmg trade hills the best inrestment foi a bank, bas 
reference more to bquubty than to soundness and it would be 
a confusion of ideas if other considerations are all set aside 
and an attempt made to put before the Indian banking world 
models which do not exist m reality ’ 

‘ Banks have to provide for two thmgs, nr , their ulti- 
mate sohency b> taking care that the loans advanced by them 
will bo recovered Tins is elementary This judgment is 
wanted of banks Tliey have to provide for this by judging 
the credit of clientele and then resources carefully when they 
give clean advances, and, if they are not suie, by taking ade- 
quate secuiaties l^o one from outside can help them, if they 
fail to do this, but the second requirement viz , their ability 
to meet any ahnoimal, sudden or emergent demand is 
one, in which they are entitled to help from the Eeserve Bank 
Securities, which they possess, if thej’^ are adequate and sound 
as banking securities go, should be converted promptly into 
cash to help the institution to meet a cnsis ’ 


PossiBiLmES. or Expixsrox 

There axe gieat possibibties of expansion along vanoos 
hnes for Indian jomt-stock banks They should have some 
security against undue competition at the hands of foreign 
hanks With the concession attached to jomt stock banks 
some private bankers might take themselves to joint-stock 
banking business or they might group themselves up m a 
separate bank Amalgamation of smaller institutions, parti- 
cularly in South India, might be helpful provided the state 


Miaonli/ Sieporl of Mr Mann Subodar 
CommilUe^s Report, pp 128-132 
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coTild talvC a liand in the matter TIio loan otfiecs m Bengal 
and Nidlns oftcr another piomising lan material for the emer- 
gence of joint "itock banks Cenlral co-operative banks might, 
nidun limits, lake to geneial banking business nhicli will make 
them popular Mith and Ivnown to the geneial public 

Joint-stock banks should build up strong reserve funds 
and elicque system should be cncoiiragod as indicated above 
The Indian joint stock banks need piolcction against foreign 
banks and the field of internal banking slionicl bo rcsei\cd 
for tbc former 
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CHAPTER IV 


Imperial Bank of India 

The ImpGricil Bniifc hI Inditii "NYtis foirmcd lu JauuRry 
1921 liy amalgamating tlie Presidency Banks of Bengal, 
Bomliay and Madras and is governed a special Act Anovm 
as the Imperial Bank of India Act Vo XLVII of 1920 
This consummation was hrouglit about because of the 
experience of wai time nhich clearly brought to bght the 
weak points of the Indian Banking System and taught the 
advantages of union 

The total authorired capital of the Imperial Bank consists 
■of 225,000 shares of Rs 500 oacli and the paid up capital 
consists of 75,000 shares of Es 500 each of winch Rs 125 per 
share is paid up There is a Central Board consisting of two 
managers, the Controller of Currency as the ex officio member 
of the Board, the President and Vice-Piesident of each local 
hoard the vSeeretary and Treasurer of each local board having 
no voting power and four non-official members to be appomted 
by the Governor-General in Council to represent the interests 
of the tax-payers I Ihe business of this Board is to settle 
disputes between local boards, to publish the Bank s weekly 
statfment, to deal with matters of general policy, to fix: the 
Bank Rate fiom time to time and to look after the discount 
pohey I The Board is to meet alternately at Bombay and 
Calcutta once at least evei’y quarter of a j ear and the Manag- 
ing Board has to meet oftener to transact business 

It IS a commeicial bank with private shareholders and 
competes vath other banks to a certain extent Its predeces- 
sors were performing certain functions of a Bankers Bank 
and on account of tins reason and because it has additional 
xcsponsibihties as the hanker of the Government, the Imperial 
Bank is subjected to the following restrictions — 

' (1) The Bank cannot make loans or advances for more 
than six months 

' (2) The Bank is prohibited from granting loans upon 
the security of its own stocks and shares 
(3) Immovable security cannot be accepted as the original 
or prmcipal security for the loans though it can be 
accepted as subsidiary or secondary security 

.(4) The Bank cannot lend more than Rs 20 lakhs to 
or discount hills of a higher amount of any mdividual 
or partnership firm except on the security of trustee 
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(2) It manages the puhhc debt of India and also raises 
mns on behalf of the Government Its London 
office manages the rupee debt m London for a feed 
remuneration 

Oxiitilj, BiXKEsG ]?I1XCTI0>S 

IndnS^bShnip^rf f, Bank and most of the leading 

-vTjfh fTtn tlieir casli balances except the till moner 

banks rver^Rs lo^i Exchange and Indian ]oint-stock 
anns^ vrere Es 188 lakhs and Es 105 lakhs respectively ^ 

are eleven \n ^n^ber'^ Clearing Houses ivhicli 

hy the Bank ^ supervising staff bemg supplied 

first fee :ream^ofetsTnti!^ ^^^^^ches mthm the 

31 193n^iri r. ^ad by the end of December 

Stock banks leading services of the Indian jomt- 

■cbeques or other bdls of^SSS^^ coUectmg 

of India m^he^bS- Slson^^^ffo? currency system 

CuireneyDepartmefe to the extent of Ps 

season on the secnritv of i ^ Busv 

Ponded the minimuij Bank tTaS?ix"fe\?enT"“"^ 

the pnbhc in^toffia TbTch^r^^ focihties to the banks and 
f e i per cent on sums [I 

between Es 1,000 and 10 000 ^ 

Bs 10 000 The ch-’rirp- ^ ^ V'‘ * above 

fias to be paid bv a bfnk to 

^aere the pnrehasing baiil remittance to a place 

•sums above Es lo 000 is i ™ .branch The rate for 

purchasing bank purchases a toamfo‘”f.^== 

to another transfer from one of its branches 


nXTE 

Bank is prepared to iSd mo^nev^o/^n^ Imperial 

Average Bank ^ government securities 

1921 up to 1930= — Imperial Bank of India from 

= Liffian 

- iiUihilical Tables relaiina to n T ^ 

= Ibid p 9 19,3^ p 3 
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Tear 

Half Year endmg 
30th June 

Half Year ending 
31st December 

Annual 

Average 

1921 

6 04 

5 11 

5 57 

1922 

7 13 

4 51 

5 81 

1923 

7 42 

4 50 

5 96 

1921 

8 05 

6 32 

6 68 

1925 

6 58 

4 70 

5 64 

1926 

5 65 

4 70 

5 17 

1927 

6 51 

4 96 

5 73 

1928 

6 94 

5 46 

5 20 

1929 

6 88 

5 79 

6 33 

1930 

6 51 

5 28 

5 89 

A lecent -writer^ in this connection leniaiks 

“The most 


noticeable feature of the Bank Bate is tbat the Imperial Bank 
does not effeetively control the money market just as the Bank 
of England contiols the money market m London Again, 
the expected lo-nermg, levelling up and equahzing of the 
extiemely high lates that prevail for banking accommodation 
in our countrj’- durmg the busy season has not been xeahzed 
The ideally low Banlv Bate of Fiance or Germany or England 
lias not been reached Of course, this is due to the govern- 
ment borrowings either in the way of the short-dated Treasury 
BiUs or permanent loans for longer periods Unless it gives up 
long-term boiiovung there would not be the possibihty of 
collecting suiplus cash m the hands of the Imperial Bank and 
a lovermg of the Bank Bate The seasonal swings for 
cmTeney are no doubt responsible for seasonal fluctuations 
in the Bank Bate, but still tlie pi evading high rate of discount 
as chiefly duo to the insuffitiency of capital in the country ” 

Expected Advantages op the Bank 

(A) Fo} the gcneial pnbhc 

(1) The pnbhc would gam much bv the popularization 
of the bankmg busmess, and the openmg of branches bj the 
Banlc backed up by Government would cieate confidence into 
"the pubhc regarding their wdhngness to entrust their money 
with the Bank 

(2) A training -would be provided in banking business 
"to Indians -which w-ould tram up recrmts for bankmg business 
-and provide employment to them Being a semi-pubhc 
anstitution, the Banli was expected to tram up Indians m the 
bankmg busmess 

(B) The Banh’s custome\s 

(1) High discount rates were expected to be reduced 
us a result of a fuller utdization and a more elastic use of 


* Rm Present-Day SanJcmtj m India, p 42 
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government T^alances and a steady, -anifoTm and cheapened. 
Tate Tvas to advance the industrial development of the country 

(2) A proper and mde distribution of capital vas another 
hkely advantage The London Branch vas to keep the Bank, 
in touch -with the most important financial and monetary 
centre of the irorld, and it would ohtam tnistworthjr 
information in connection with Bnghsh concerns interested. 
in Indian trade 

(3) The mcrease in branches and the abihty to discount 
more credit mstruments impUes that the Imperial Bank would 
render a great service to the trade and commerce of the country 

(C) The Goheynmeni 

(1) The Government stands to gam because a lot of 
money locked up m the reserve treasuries during the busy 
season which causes stringency in the money market, can be 
and IS utilized as the reserve treasunes have been abolished 
This money will be transformed 'from mere warehouse mer- 
chandise mto an actne bankmg power’ The Government 
has discontinued issmng currencv transfers to the public 
between an-\ tuo places in which there is a head office or a 
branoli of the Bank Tins means that the Bank wdl be 
responsible for transferrmg funds and makmg them available 
to the pubhc and the Government 

(2) The decentralization of the pnbbc debt will improve 
its admimstration and enable small miestors to make invest- 
ments and to go in for Government securities oftener than. 
non 

(3) ‘‘If the management of the balances of the Secretary 
of State and his hankng and remittance business were to 
be performed by the Imperial Bank’s branch office m London 
it would save him a lot of carping criticism bv the imenhghtened 
pubhc” 

(4) Loans could be floated at a low rate of interest by 
the Government 

(D) The Imperial Ban! 

The Bank has an advantage masmuch as it occupies a 
pnvilcgcd position of a Bankers’ Bank It can successfully 
play this part as it has the baclung of the Government Its- 
successful "work will inspire confidence in the pubhc and thus 
make it a bulwark of public confidence It should not, how- 
ever, be a merelv profit-makmg concern, but should have its 
eye on the mterests of the country 

The joint-stock banks the co-operative banks and the 
exchange banks also stand to gam masmuch as thev wiU get 
gmdance, help and support from the Bank and it wiU come- 
to the rescue of the Indian banks m case of need 
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Advantagfs Reatazdd 

All the ej^pected advantages mentioned above have not 
amateriahzed, but ceitain achievements stand to the credit 
of the Bank Firstly, the great diffeiences formerly prevail- 
ing botiveen the Hnndi Rate and the Bazaar Rates have been 
considerably i educed Secondly, the great megnlarities 
between the Madras, Calcutta and Bombay money rates have 
Been equalized to a great extent The following table shows 
the ddferencGs between diffeient lates prior to the establish- 
ment of the Imperial Bank — 

Average Banl Rate of the Riesidency Batiks 


Year 

Bank of Bengal 

Bank of Bombay 
Annual Average'' 

Bank of Madras 

1870 

6 73 

5 25 

4 50 

1875 

5 60 

7 23 

7 00 

1880 

1 65 

6 01 

5 37 

1886 

5 38 

4 95 

4 47 

1890 

5 79 

6 24 

5 73 

1895 

1 33 

3 95 

4 26 

1900 

5 34 

5 35 

6 87 

1905 

5 09 

5 09 

5 11 

1910 

6 33 

6 16 

5 91 

1915 

6 69 

5 57 

5 70 

1920 

6 06 

6 37 

6 20 


Furthei, elasticity has been introduced intio the credit 
sy''tem by the issue of emergency currency according to the 
Paper Currency Act of 1923 The Bank has also opened a 
number of branches m the vaiious parts of the country and 
thus given encouagement to the development of deposit 
banking and cheque system It has helped a number of banlcs 
m tunes of crises and its help to the Alhance Bank of Simla 
may be cited on the point Merchants and traders are malang 
increased use of the internal lemittanco facilities piovided 
by the Bank This has been due to reduction m remittance 
-charges The Imperial Bank has cultivated lelations with 
the Apex Provincial Co-operative Banks by allowing them 
the advantage of overdraft system It has also enabled the 
middle-class investors to subscribe to the loans issued by the 
Government and has thus been responsible for promoting the 
accumulation of capital in the country 

Its Shobtcomings 

It has not fulfilled the expectations of the Indian public 
in regard to its attitude towards India’s economic interests 
The Banlc was expected to rise to the full dignity and stature 

^ — — 1 

^ ® Statistic'll Tables relating to Banks India, 17th. issue, 1932, 
P 9 
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of a central "bank It was tkouglit that it would act as the- 
depository of the cash reserre of other hanks and do more 
husiness with them than with the pnhho and that it would, 
care less for profits than for industries and trade and wonld. 
develop the acceptance business On these points tlie Bank 
has been very seyerely criticized ’ Sir T Gosw ami in lus 
Mtmiie appended to the External Capital Committee’s Eeport 
writes, “1 should hke to express the common behef — ^for which 
I know there is a good foundation in actual facts — ^that racial 
and political discnmmation is made m the mattci of credit and 
that Indians usually do not receive in mattcis of credit the 
treatment that their assets entitle them to, while, on the other 
hand, British busmessmen have frequently been allowed longer 
credit than what on ordinary business principles they ought to 
have got This is a matter for enquiry We come across the 
following statement in the ilfiiioi ity liepoi I of the Indian Bank- 
ing Committee already referred to above “In his evidence- 
before the Central BanJung Enquiry Committee, the Managing 
Governor took pains to point out the number of industries, to 
which assistance has been given, and to refute the suggestion 
that industries in India did not receive assistance at the hands 
of the Impenal Bank Specific complaints came to us m 
coimection with the loans gnen out by the Impenal Bank 
to tea gardens, such loans being confined to four English 
biokers, through whom alone the Impenal Bank acted The 
fact that the supenor staff of the Impenal Bank is whoUr 
English, may be at the root of this feehng widely lield, and this 
feehng holds an important place m Indian pubhc opinion- 
The fact of the existence of Indians in the Central and. 
Provincial Boards does not appear to have made serious 
impression on the adverse feeling in Indian circles 

The fact that the Impenal Bank competes with the Indian 
]omt-stock banks has been a source of bitter complaint for 
tbe latter In his oral evidence before the Hilton-Young 
Commission, Volume IV, page 93, hlr Bowio said, “ Placed 
above economic competition by virtue of its character as a 
quasi-state bank, it has begun to compete -with the indigenous 
]omt-stock banks that have been left powciless to wathstand 

^ Mr Sfanu Subedir, m his AI^nor■^U| Re'pori to the Indian lianl inrr 
Cornnnticei wntesj “On many occasions iitlier after oi hefoie amalga- 
mation, it could have helped other institutions at a slight cost oi in- 
cotLvemeuce to itself^ But it has acted in iranv Uiections in a tnilv 
imperial fashion h^ot onli in its relation to loint stock banks and 
CO operative banks, weie complaints placed before ns, but in otboi 
directions also in tiie past, discnnunation asainst Indian jnteiests 
“'’oM ® Impenal Bank has been suspected " AHiionUj Report,. 

p *UO 

’’ External Capital Comimltee’s Report, p 24 

8 HUnonty Report of the Jndtan Rani nig Commii'ce, p 264 
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against 17 Indians” (Gentyal Banhng Committee’s Report, 
p" 525 ) 

The Indian Banking Committee in paragraph 483 of their 
Eeport have recommended that if the Impeml Bank is given 
the concession of being appointed the sole agent of the Eeserve 
Bank at certain places in India m connection vnth its entry 
into the field of foreign trade finance, no further recruitment 
of non-Indians to the superior staff of the Bank should be 
made except in special cases ivith the approval of the Finance 
Mimster of the Government of India, but they have not 
suggested anv change for the mtenm period They iviite, 
"If the pmdege of the free use of the Government balances 
and other concessions now enjoyed bv the Imperial Bank 
of India IS a consideration in favour of the proposal of further 
Indianization as urged by witnesses, it has also to be remem- 
bered that these privileges arc not given inthout a quid pio quo 
and that the Imperial Bank of India has to incur a large 
expenditure on account of the staff employed for carrying 
on the Government Treasury business We should at the 
same time hlce to add that the question of Indianization 
stands on its own merits as a matter of pobey in India 

The Government of India keeps ivitli the Impenal Banlt 
higher cash balances tlian it used to have inth the Presidency 
Banks as is shown by the following table — 


Year 


1913- 14 

1914- 15 

1915- 16 

1916- 37 
1937-18 
191S-19 
1939-20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 

1926- 27 

1927- 28 

1928- 29 

1929- 30 


{In Crorcs of Riipeei ) 


Maximum Government 
Balances 

0 18 October 
10 12 August 
8 87 August 
10 1 March 

22 65 June 

18 60 September 
IS 26 February 
20 38 Julv 

23 87 July 
33 15 Julv 

29 74 July 
32 IS July 
28 96 May 

30 41 July 

19 97 Aprd 
17 20 August 

20 65 June 


Minimum Government 
Balances 

4 85 IMay 
4 84 j^Tovember 
4 42 November 

4 84 May 

7 37 FTovember 

6 54 Aprd 

7 04 September 

5 84 February 

5 34 November 

8 22 November 

6 22 November 

7 42 December 

4 29 December 
3 85 December 
3 05 December 
3 71 Apnl 

5 88 Juno 


Indian RaiiKtng Conimiiicc s Report^ pp 472, 473 
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The fid vantage of such lulerest-frcc balances is that the 
Bank makes profits for its shareholders The following 
monllily figuies for seven leais show that the Imperial Bank 
keeps seiv laigc sums of money belonging to the Government 
even in the busy season — 


Goicinmcnt halancc<^ uiih (he Imperial Banh of India 

{III I aJ l/i of liupici ) 

Slump Sca<ion — 


Month 

1023-21 lf)21 23 

1 925-2(1 

ID >0-27 

1027-23 

1028-2 

0 1020 30 

April 

11,33 

19,82 

27.09 

13,00 

11, .51 

7,34 

10,09 

Ma}’ 

12,38 

20, ,50 

28, 1.3 

3 1,83 

11,80 

0,03 

8.59 

.Tune 

12,51 

22,01 

22,20 

32,30 

9.81 

7,90 

10,05 

July 

2° 49 

32,18 

21,54 

30,29 

15,58 

0,20 

33,07 

August 

23,12 

32,00 

39,02 

.35,45 

15,74 

10,92 

12,44 

Sept 

35,70 

25,27 

9,90 

20,23 

12,50 

5,70 

20,01 

Bu'sij Tiadc SeaiQii 

1 — 






Oct 

7,79 

11 30 

7,10 

31,03 

8,70 

0,32 

1.5,19 

Kov. 

8,12 

10 31 

(1 71 

9.1(> 

9,00 

7,09 

14,00 

Bee 

8,50 

7,13 

5,20 

0,33 

7,04 

7,7.3 

7,05 

Jan 

30,92 

17,91 

9,90 

13. 1 1 

7,88 

8,00 

17,36 

Feb 

22, (i3 

21,0t 

13,80 

20,10 

7,32 

10,29 

18,26 

March 

20,91 

27,15 

21,10 

21,02 

0,03 

5,00 

12,39 

The 

Imperial 

Bank 

of India IS 

curtaibn 

g facilities to 


co-operative banks Tins is clear b^ a perusal of the cs idenco 
of vaiions n it nesses vho appealed bofoio the Ccntial Banking 
Commit tee {For details, consult the liepoit of the Ocniral 
Banhiiuj Committee, Yol II, pp 77, 78, 87, 103 and 12G ) 

In the Indian Cciiltal Baiilnig Enqinni Committee’s 
Erpoil, 110 come across the following passage — 

“3'ho policy of the Impel lal Bank of India m regard to 
the grant of financial assistance to some of the provincial and 
central co-operative banks seems of late to haAC undeigono 
a definite change , and it is slated that it shovs to-day a much 
smallei measure of readiness to help them than it used to do 
in the past Tlie ultimate lesult, theiefore, of the action 
of the Imperial Bank will piobably be to make money dealer 
to the agriculturists It is also pointed out that the enliro 
bmit of cicfbt hitherto allowed to all the co-operative banks 
m India on the co\ci of societies’ pronotos is no more than 
Bs 73 lakhs, pait of which svas used foi shoit-term loans and 
the icst was mostly left nndiawn to seivc as fluid lesources 
This was a compaiatuely small sum for the Tmpciial Bank 
for its large resources Moicovei, as the Bank 00305 s the 
benefit of the large fieo balances of Government there is a 
moral obligation on the part of the Bank to finance the agii- 
cultural co-opoi alive societies and if any change in the existing 
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iHT&iigeiiiGiits IS £it all callGd. for if is in flic direction of tum- 
ing that moral obligation into a contractual guarantee or a 
statutory bability lite feel that the change of policy 
to irliicli ire have referred is unlortnnate, c'pcciallv at a tune 
vrhen the co operatiic movement is groiniig in vitahty and 
IS evtending the scope of its usefulness towards the social and 
economic uplift of tlie rural population and ivhen its financial 
needs are, therefoie, bhelv to incieaso rapidlj ” {RepoU of 
the Genital BanLing Committee, Vol I, p 143, 114) 

The Bank has also failed to derclop the banlung capital 
m the country Up to 31st Hlareh 192(5, the Bank opened 
102 new branches, SO of ivlucli acre opened at plates v.here 
there uere branches of Indian joint stock banks Some of 
the branches of the Banl^ have not yet i cached a profit-making 
stage It has failed to attract nioie private deposits non 
than in 1920, though, of course, it must have deviated the 
deposits from other jomt-stock banks 

Deposits of aaiioiis classes of banls for peats 1919-30 
{In Crorcs oj Ittipec” ) 


Year 

Impernl B-mk of 
India 

1919 

Pnvato Deposits 
C8 

1920 

78 

1921 

60 

1922 

74 

1923 

74 

1924 

77 

1925 

78 

1926 

74 

1927 

72 

1928 

71 

1929 

72 

1930 

77 


Evcliange 

Banks 

Joint-Stock 

Banks 

Total 

T4 

G1 

203 

75 

73 

220 

75 

80 

221 

68 

48 

190 

68 

48 

190 

71 

55 

203 

71 

58 

207 

72 

63 

209 

69 

64 

205 

71 

66 

208 

65 

66 

203 

68 

67 

212 


The foreign experts maintained that tlie failure of the 
Bank to create nen banlung capital nas due to the fact that 
the tountry nas not "hounding with untapped bankmg possibih- 
taes This str^ement cannot be accepted as correct and the 
In^an Central Banking Enquiiy Committee m paragraph 538 
of their Seport write, It is not however correct to infer 
that the banlung resources of India are limited ” 


The mam reasons as given by a Madras witness in his 
-evidence before the Central Banking Committee are the follow- 
ing — 


(1) The reserve and aloofness of the officials of the Bank 
and branch agents who are generally Europeans 
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and do not kno-w the local languages and cannot 
freely move -with people , 

(2) The inordinate delay caused in every transaction , 

(3) The indifference toivards the customers , 

(4) The distance of the office from the busmess locahty , and 

(5) The unmllingness to have correspondence m verna- 

cular at least to some extent 

The Bank has not been able to fulfil the high expecta- 
tions made of it regarding the provision of finance to industries 
and agricnlture The commercial commumty in modern 
times expects its hanlung oiganuation to provide finance 
for all lands of its needs The Agiicultural Mortgage Coipora- 
tion m England for the supply of agricultural credit is the 
result of the efforts of British joint-stock hankers and the 
British Securities Trust set up to rationahze the cotton textile 
mdustry has been started under the auspices of the BanlcTof 
England and these institutions point out the way in which 
the Indian Banking system needs reform The Bihai and 
Onssa Banling GommiUee Repot t states, “It will he seen 
that the Imperial Bank and the joint-stock banks play no 
important part m financing the industries of the piovince’^ 
An important witness fiom Bombay before the Indian Banking 
Committee said, “It has been alleged that the Imperial Bank 
practically tried to discourage and paralyse the textile industry 
by demandmg money when theie w-as a crisis and strike m 
Bombay last year If His Exalted Highness the Hizam of 
Hyderabad had not mvested a crore of rupees m the Bombay 
textile trade, that industry would have been doomed 
The Bank financed the English racers at Calcutta with a very 
large capital, while they could not accommodate the textile 
nmll mdustry in Bombay and on the contrary they demanded 
money from the agents of the mills at a veiy mopportune and 
critical time ’ {Indian Genital Banking Conivutteo Report, 
Vol II, p 377 ) 

The Bank has thus failed to develop a Central rediscount- 
mg agency and an open discount market does not exist where 
the bills can be discounted It has not adopted the practice 
of appointing local people to help the branch managers m the 
matter of discountmg bills It has not provided adequate 
finance to mdustry and agriculture and is curtading faeihties 
to the co-operative movement Bankmg capital in the country 
has not been developed and to a certain extent Indian 
joint stock banlis have been injuied as a result of the estabhsh- 
ment of its blanches m places where those of the latter already 
exist Allegations of discrimination as agamst different classes 
of customeis, mdustries and places aie also prevalent and 

p 
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Tin iM)n\ MOM I o\jtni 

to a M'TV srnt o-ctont tl»‘ Bmk ili-pomUd upon ftm^rn 
inont balances Axhith me Mipplml to «t fr. e of jii(< re^t 

Tjir Hi'IjA-Tion 01 ain InriuiM B\^r svirit I oim utN HV'V'' 

The rre'siilents Bank'' iml Lvb iu^.< B ml < bad «>u .iMons 
ior mutinl jciIounn anti mspteioM 'live fovti'^n Ivankh 
s\ere mtokraiit of the ITf-ultnis Hauls lx t nise of the i>riu 
Icees of the lilttr 'llu splnn of the ITte-nbnes l.anl \m>s 
intttnal trade and that of the for. van binl - is for- i^av trolo 
and the littrr tneil tlivir l)e-.t to tnii the toriiKi o'lt of ilitir 
forev^n tnde business 'Ihf Bn idtiua Bml m of tin 

baekinp of the OoMinmtnt tould not ut t tlnir nsltidvon 
Tcmoaecl 'I lie Prv indent \ Biuis on t lit otlvf •• b mil io”ipfitmd 
th it the L\rlnn"t B in) ^ didintii inio mt. ni d tr nb bn-imsr 
and tins eoiupknnl s\ ‘s tUhnittU dnntttil lx nm istri! 
eonimis-iom of futpiirs ” 

Tlie Imperi il Bank s((nt.nl a ]iro!it 'Me p itin' rdnp viflv 
the piopostd Stite Bmk \vlien tin I'mramts of its i -.tabbsii 
inent on ofluial huts nose n> l‘i27 ‘^o far is tin IavIii'i"!, 

Banks’ an toiKenud 111111 the nsml st iti in mslnp, wliuh 
has chnr.itt(ii7cd Bntisli tnterpribe out nit t!n. nn, diiTtr- 
cnccs Mere ncicr illoned tobuouu ><utt, .vnd it 'onld apjitar 
noil that lliero is a itii (lose niiii frn nnli iintlt r ( uittintr 
bctivecn the Iinpcrnl Bank ami tlie fou 12:11 limks ^^illl5^lr 
such in alliance v ould s(noti«U liiinper tin norfinj; of tiio 
Eesenc Bank, iilicn (i-i iJilishcd nniims to bi 'otn” 
{Mtnonii/ Jicpoit of Mr Minn 'sulKtlir, ]> J7(> ) 

The Inipenal Bank lias biin netins as the binki'r (»f the 
foreign banks and lias been tinaiuing them 'I'ho di(licultii s 
of the foreign banks during tin \\ ir lutessit ited to openition 
between the predctt'sors of II10 Imptrml Bank and thi' foreign 
hanks and the basis of co opt ration ifter tint “ h'lS bten tlio 
continued enibarrassniont of Ooiernnient m the innmtennnee 
of them exchange politi The more freqmnt use of oontrac- 
tion for maintaining tin exchange, and of .1 liigh bank rate, 
to support such coiitr iction, and of extcnsiae use of treasurv 
hills to present remittance liy lAClntige Binks of funds lii 
their hands. Las brought down the foreign hanks working 
in India and the Inipenal Bank as Goaenmunt Bankers, m 
much closer contact ” 

The Imperial Bank acts as agent of most of the foreign 
banks in the interior to collect bills, clietiues ete , ind "it 
IB interested in the working of the clcinng house of winch 
the majority of members are tbo foreign banks m mam places 
There seems to he a close understanding between tbc li\eii inge 


n Mmoriiij llcpoH of Ihc Indian JIan! imj Comintilec, p 271 
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Banlvs and tlio Impenal Bank, “perhaps through the common 
nationality of the personnel” 

The following table shows the figures of cash balances 
of the various banks with the Imperial Bank'- — 


( Jji Lttlhs of Rupees ) 


Bate 


Exchange Banks 


31st March, 1923 3,20 

30th September, 3923 3,71 

31st March, 1929 3,2S 

30th September, 1929 2,02 

31st March, 1930 1,88 

SOth September, 1930 1,88 


Indian Joint-Stock 
Banks 
81 
1,12 
81 
90 
81 
1,05 


It show s that during the last tii o years the cash balances 
of the Exchange Banks ■with the Imperial Bank arc faUmg 
heavily It seems “it had sometlung to do with the practice 
of some foieign banks, who Mere paying in their cash mto 
an overdraft account overnight, to the piejudice of the Imperial 
Bank ” 


Capital, Jicseivc, Deposits, Cash, Investments and Dividend 
of the Impciial Banl of India on 31s< December each yeai from 
1921 


(In lakhs of Rupees } 


Year 

9''^ 


^ ft 


So 

1921 

5,62 

1922 

6,63 

1923 

5,63 

1924 

5,63 

1925 

6,63 

1926 

5,63 

1927 

5,63 

1928 

5,63 

1929 

5,63 

1930 

6,62 


4,15 9,77 

4,33 <^,96 

4,55 10,18 

4,80 10,43 

4,92 10,5"> 
5,09 10,72 

5,24 30,87 

5,39 11,02 

5,47 11,10 

6,53 11,15 


Deposits 


3 £ 

3 

^ Ch 

6,80 65,78 
14,16 57,00 
8,67 71,20 
7, .50 76,71 
6,17 72,83 
6,45 73,90 
7,20 72,07 
7,95 71,30 
7,60 71 64 
7,37 76,60 



U 

C3 

OJ 

•40 

^ C3 




12,46 

IG 

9,79' 

16 

12,18 

16 

16,37 

16 

17,01 

16 

19,15 

16 

18,59 

16 

21,76 

16 

33,00 

16 

29,25 

16 


o 

o 

B 

ei 


13.60 
15,07 
15,01 

15.60 
17,17 
20,90 
10,89 
10,58 
14,00 
13,04 


Tlie Indian Banlung Committee have made the following 
suggestions to extend the activities of the Bank'^ — 


Almoriiy Report oj ikt Imian Runinnj ConinnUee, p 27t> 

12 Rtahstical Stalem ids relnhmj to Banks in India for 1030 p 0 
Report of the Indian Bunking Committee, p 368 
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THE nniA^ jro.Yi;} turret 

“(i) It might ti'se the indigenous bankers as agents for 
collection of cheques and bills in the same manner 
as it uses joint-stoek or co operative banks {Para- 
graph 14J ) 

(u) It might discount the biUs of indigenous bankers 
more freelv than at present (Paragraph 114 ) 

(m) The assistance rendered to co-operative banks in the 
matter of cash credits and overdrafts against sonnd 
security should he contmued (Paragraph ISl ) 

(iv)JIt should grant to the co-operative banLs renuttance 
facihties for other than co operative purposes on the 
same terms as for joint-stock banks {Paragrajih 182 ) 

(v) It should contmne to foUoiv a liberal pohev m the 
matter of granting advances against agricultUril 
produce in godowns (Paragraph 185 ) 

(vi) Tlie existing practice of giving loans against gold 
ornaments should be further developed (Para- 
graph 252 ) 

(vn) IVithm safe and proper limits it should extend the assis- 
tance at present given to industries on the hnes 
followed by joint-stoek hanks m Germany (Para- 
graph 391 ) 

(vin) Under conditions explained by ns it should endeavour 
to take its proper place among the hanks financing 
the foreign trade of India ” (Paragraph 4S3 ) 

lUPEKLlL BAYTS: AXD THE PnSEBVE BATiK Bilx. op 1927 

VTith the mtrodnction of the Reserve Bank Bill in 1927, 
a BiE to amend the Imperial Bank of India uas also mtro- 
dueed and the mam features of the amendmg Bill of 1927 
were as foUous — 

(1) The Imperial Bank vras to act as the agent of the 

Eeserve Bank in places where the latter had no 
branches 

(2) The provision giving pouer to the Governor-General 

to issue instructions to the Bank was to be repealed 

(3) The Bank was to he empowered to estabhsh branches 

in India and elsewhere of it deemed fit 

(4) The Central Board was to consist of (i) the President 

and Tiee-Presidents of the Local Boards, (ii) a 
Managmg Governor appomted by the Central Board 
^ Deputy ilanagmg Governor (iv) the Secretary 
of the Local Boards, and (v) such other persons to 
represent Local Boards as mav he apnomted bv the 
Central Board The Deputy ilanaging Governor 
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■\\ as to Toto m tlie absence of tlie Managing Governor 
The Sccietaiics of ilie Local Boards eonld take 
part 111 the dobberations, but liad no poiver to vote 

(5) The Bank v as to give advances and giant casb credits 
on llie sccurit 3 - of debentures of Municiiial Boards 

<6) It Mas also to be cmpoucied to open casb credits 
and give advinccs on the secmitj of fully paid- 
up shaies and debentures of bnnted liability 
tompames in India and clsewbcre 

(7) The Bank vas to be allowed to lend money on hypo- 
thecations instead of being restricted to make 
adiaiices on the seciiiity of goods in its possession 

(S) The Bank ivas to be allowed to deal m foreign ovchange 
and the evisting restiictions on the borrouaug of 
monej in England uere to bo abolished 

(h) The Statement of the Bank was to be m confoiimty 
uith the pioTisions of the Indian Companies Act and 
vaiioiis adiiimistiative defects in connection ivith 
the n 01 lung of the Banlc verc to bo removed 

In connection vith the ivithdiawal of rostnctions the 
Indian Banking Committee recommend that the Beservo 
Banlc should liavc full discietion m selecting its agents and 
that it is profciable to use the Impel lal Banlc for agency busi- 
ness till some permanent arrangement could be made (Pago 370 
of the Scjwii ) 

Special Chabter 

The question is uhethei alter the establishment of the 
Beserve Banls., the Impeiial Bank should have a charter of 
its own Two objections arc urged against a special charter 
Firstly, it is said that its position and prestige under the special 
charter would injure the intciests of the jomt-stock banks 
and secondly, it uill be free from the obbgations imposed upon 


Sec Mtimriiy lieporl of flic huhan Banking Comtmlicc, p 279 
!Mi 5Ianu Subedar writcR, “With repaid to the future position 
of the Impeual Bank, it is quite cleat that -when the Beserve 
Bank IS established, the obliRations of tlio Impeual Bank as govern- 
ment bankers must ccasc Vtuious rostnctions on its business must 
also cease If that is so, thcic is absolutely no leason, wh^ there 
•should be a special Act for it, and why it should not conform to the 
oidinarj law of the countiv, and take its lank as the picmicr Indian 
Toint-Stock Bank It would he to the adv’antage of banking m 
India, if the Impeual B ink were to take this place and were thus to 
ov-pcncnce in an tmshelteicd and unprivileged position, the plight 
of 3 omt-stock hanks in India The authoiities of the Impeual Bank 
would then thiow in then weight to improve that plight, and seeking 
then own inteiests, thej would also aeivc the inteiests of their class ” 
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other hanks by the Indian Companies Act The Indian Bank- 
ing Committee have recommended that the special charter 
should continue and that the relevant Sections 132 and 130 
of the Indian Companies Act should apply to the Imperial 
Bank also 

With regard to the concession of granting certain interest- 
free halancos to the Imperial Banlc to encourage brancli bank- 
ing, it should be said that such facxbtios should apply equally 
to othei joint stock banks The foreign experts nho collabo- 
rated n-itb the Indian Banking Committee objected to the 
provision of giving assistance to the Imperial Bank to open 
branches m the interior on a matter of piinciple but the Indian 
Banlung Committee do not agree mtli this rieu and favour 
such concessions mtliout involving prefeiential treatment 
to the Impel lal Bank It aias the question of preferential 
treatment to the Imperial Bank omng to vhicli the provision 
relating to the grant of concession to the Bank was deleted 
by the Joint Select Committee of the Indian Legislature in 
1927 


An agreement is to be made mth the Imperial Bank 
according to ■which the Bank Tiili act as an asent for the Tleseive 
Bank at all places vhere there is a branch of the Imperial 
Bank and no branch of the Banlong Department of the 
Eeserve Bank In the Bill of 1923 tlie pciiod of agreement 
•was 25 years, but the London Committee favoured 15 yeais 
The Select Committee on the Eeseiwc Bank has fixed the 
period of future agreement at 15 years in the first instance 
But after that tlie agreement is not tonmnable nnless five 
yeais’ notice has been given on either side If the Imperial 
Banlc fails to comply uith the instiuctions given in matters 
affecting the safety of govenimcnt balances or safety of 
currency chest balances in the custody of the Bank, the agree- 
ment IS terminable The Imperial Bank -will not reduce the 
existing number of branches during the currency of the agree- 
ment and in turn the Government vroiild make to the Imperial 
Bank a fixed payment of rune lakhs a year and this subsidy 
■will slowly disappear at the end of fifteen years 

17 hen the Eeserve Banli. rs constituted it -ftill take over 
government banking busmess at places at uliicli it has offices, 
namely, Bombay, Calcutta, Delhi, Madras and Eangoon 
The -iiork at present done by the Imperial Bank in respect of 
public debt at tlie public debt offices m C ilcutta, Bombay 
and Madias will also be taken over by the Reserve Bank 
(For fuitber details see the chaptei on Eeserve Bank ) 
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Siatcmcnt of Affaii<i of iho Impcnal BanL of India on ilia 
■23} d June, 1933 



(OOO’s are omitted ) 


LX^VUrLlTIES 


Assets 



ES 


Es 

Subscribed Capital 

11,25,00 

Government Securities 37,53,35 

Paid-up Capital 

5,03,50 

Other aiitlionred secu- 


Ecsorre 

1,17,50 

iities under the Act 

1,21,26 

Tublic Deposits 

7,81 39 



Otlicr Deposits 

72.99,1'i 

Ways and Means 


Doans afrainst 


Advances to Govern- 


securities po 


ment of India 

4,00,00 

coiiUa 


Loans 

3,65,04 

Doans fiora tlie 


Cash Credits 

18,83,63 

Government of 


Inland bills dis- 


India under Sec- 


counted and pur- 


tion 20 of the 


chased 

2,89,54 

Paper Cnrrcncj 


Foreign bills dis- 


Act., against in- 


counted and pur- 


land bills dis- 


chased 

li,71 

counted and pur- 


Bullion 


cliasedpc? eQ}iUa 


Dead Stock 

2,62,45 

'Contingent, liabilities 


Liabilities of consti- 


■Sundiies 

1,73,07 

tuents for contm- 




gent babihties per 




contra 




Sundries 

84,55 



Balances -with other . 

28,22 



Banks 





72,02,73 



Cash 

21,31,47 

Es 

93,31,20 

Bs 

93,34,20 

'The above Balance-Sheet includes — 




Percentage 

25 83 

Deposits m Dondon 

£900,400 Bank Kate 

3f:% 

Advances and invest- 



meuts in London 

£945,300 


Cash and Balances 




at other banks in 




London 

‘.'>1 1,900 



Tlie items of llie •ibo\c stVement rcqmrc some explana- 
tion and tlie I labilities side may bo taken up fiist Paid-up 

riic J inlinn BcnnomiH of Calcutta, p 502, Jul> 103 > 
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capital means tliat portion o£ tlie total capital nlncli Inas lieen 
actually paifl in cash by the shaieholdcrs and the credit of 
the Bank rests on it ‘Reserve’ means the reserve fund of 
the Bank ishich mav he utilized m case of need ‘Public 
Deposits’ means the deposits of the Government on irluch 
the Bank has not to paj any interest and thej xucrcaso aihcn 
tas.es etc , arc paid in by people to the Bank ‘Other Deposits’ 
refers to the deposits made by the aarions classes of bankers 
in India, the Exchange Banks, corporations and traders and 
customers of the Bank m ordmarj banking business iiitb the 
Imperial Bank Usually nlien there is in increase m the 
‘Pubhc Deposits' there is bound to 'be a decrease, though 
not to the same extent, in ‘Other Deposits’, because nlien 
people have got to make payments to the Government, thov 
draw upon their bankers who in turn draw upon the Imperial 
Bank mth the result that the Bank can only make a transfer 
entry decreasing the item ‘Other Deposits’ and mcreasing 
the item ‘Public Deposits’ tlierebi As the pavmcnt in 
some cases may he made directlv to the Bank both the items 
need not he affected to the same extent Similarly nhen 
transfers are made by the Bank from ‘Public Deposits’ to 
‘Other Deposits’ m the reverse circumstances the imount 
in the formci item decreases nlule tint m the latter increases 
The extent to nhich both these items are correspondingly 
affected by such transfers shows the strength of the Banking 
sjstcm 'llie Imperial Bank of India pajs interest on fixed 
deposits on sums not below Rs 500 and not on current account 
The Bank borrows money against some of its authorized 
securities included on the assets side and the amounts nndci 
these heads aie knoivn as ‘Loans agamst securities j)cr contra’ 
‘Ijoaus from the Govenunent’ under Section 20 of the Paper 
Currency Act refers to the amount borrowed by the Bank 
on the securities of internal bills of excliangc md Ilnndis which 
18 the method of giving elasticity to the currenev svstem of 
India ‘Sundries’ means other bahilities of the Bank 

On the Assets side Government securities denote the 
investments of the Bank m Government loans ‘Otlier 
authorized securities’ means those securities m which the 
Bank can invest money according to the Act It refeis to 
the securities of the State aided and District Board Railwavs 
and to those of the Port Trusts, Mumcipahties and Improve- 
ment Tiusts ‘Ways and Means Ad\ances to the Government 
of India means the money lent to the Government for ai ays 
and means ‘Loans and Cash Ci edits’ refer to the advances 
made by the Bank to its customers on securities deposited 
by them with the Bank ‘Bills Discounted, Foreign and 
Inland’ means the bills of exchange purchased by the Bank 
‘Bullion’ means the gold and silver stock held by the Bank 



CHAPTEB Y 


Indigenous Banking 

It 3 S not easy to define the term ‘ Indigeiious Banker ' 
" WTioever coined" the n ords ‘ Indigenous Banker ’ Ins not 
done seiTice to India Tlie woid indiirenons is a direefc con- 
trast of ' foreign ’ There Itave been foreign banks m India 
but ProTidenee has been land tli it there have not been foreign 
bankers doing nork, nliich the indigenous bankers are doing 
The designation is not a happy one 2sor is it a correct 
descnption Yor does it help in the classification ’ ^ The 
Provincial Banking Committe c Keports have fully desciibed the 
various types of bankers and money-lenders engaged m a large 
varietT of functions relating to agriculture, trade and general 
banlang Dr Tam defines indigenous banker as ‘ any indi- 
yidual or pru ate firm n hicli, m addition to ma^ang kiansTmiTer 
Teceivp“de|)5^rs', 'or 'deal*- "in'llundis, o^ioth, each oi-nhich 
func tioDS clearly ~bcTon gs~l:o' banlang ~ It is difficult to" assign 
any special functions performed oy this great heterogeneous 
class They perform different functions m different provinces 
according to the financial and economic needs ^ The mdi- 
genons banker is knovm by vanous names — ^the Bama, the 
Soivkar, the j\Iahajan, tlie SIirofT and the like and different 
castes carry on the business in different provinces — the 3Iarn aris 
and the ilultanis of Bombay, the Chettics and Xattukottai 
Ohetties of South India the Ifhatns and Vioras of the Punjab 
and the Multanis and Kehtis of >Sind and Gujrat, etc 

Histokicac Eetpospect 

Indigenous banking existi^iy-' ^Andia even m Vedic times 
svhen rates of interest vrere rWy tl‘*^nt loans vere made 
generally to the poor and the nW^^ikties third, fourth and 
fifth centuries AD deposit ba^ment secura v\as developed 
and bankers then understood \feovernment the fluctuations 
of money value charged interfere secunhisurances bv land 
and sea, granted Bs/E and folloy\ most of the practices of 
modem hanks'' Iso accurate account is available of their 
iunctions and existence in the '\IidclJe Ages, but still it can be 
shovTi that mdigenons banking floiu-ished m tliose timi s In 

Heport of the Central Ban! in'/ Enqi-trif Cummiltee, 

- Indigenous BanUng %n India, by Dr b C Tam, p 3 

* Bcporl of the Central Ban! mg Lnqutry Comnnitee, 
pp Oo 

* Indtgenovh Ban! mg in India, bv Dr 1, C Jam, p S 
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the roigo. of Feioz Shah (1351-8S) the bankois of S.irsati lent 
large sums of money to the king ulneh \vere used foi making 
payments to the army Jndigenoiis banlung nas highly 
developed m Bloghul times for ue knoAV tliat an orthodox 
Muslim Em 3 )eior like Aurangzeb honoured Mamk Chand, the 
eminent bankci of that time, ivitlv the title of Seth and Ins 
neplieu Fateh Cliand, an eminent banker of Slurshidabad, uas 
given the title of Jagat Setli oi uoild bankei by Emperoi 
Faruldishiyar m recognition of the monetaiv help gnen to 
the Emperor in his campaign against Fmporor IManroo Been 
These bankers occupied an important place in the banking 
system of India even m the days of the Enghsli East India 
Company and this is evidenced bv the fact that Loid Clive 
entei tamed Jagat Seth for 4 days at a cost of Ks 17,373 

In those days their functions uerc very impoitant They 
financed the foreign and the mteinpl tiade of India and derived 
a lot of profit from this source They lent money to the 
Emperois and the Havabs gencially and specially during the 
vars on peisonal security at faiily high rates of interest 
Revenue collection was done through the indigenous bankeis 
They made themselves lesponsible foi paying land loienuo on 
behalf of the cultivatois and received gram fiom cultiiatois in 
lieu of then paying icvenue on behalf of cultivators ’Money 
changing business u as another impoi tant function u Inch they 
peifoimed Buimg the penod beginning inth the leign ol Akbar 
up to the time of Bahadur II, the nmnber of mints ivas about 
200 and in Aurang/eb’s leign alone there vere no less than 70 
mints manufacturing coins Towards the end of the Sloghul 
period there uas a bewildering collection of coins, some of them 
of the same denomination hcaimg diOerent dates and eiiculat- 
ing at TaTjmg values in diJIerent portions of the country To 
change one land of com foi another was an important service 
perfoimed by these bankers An aveiago man knew verj^ 
little about the fluctuations m the rate of exchange m which 
function, the hankcis specialised themselves 

The fall of the Moghul Empiio was followed by a period 
of internecine wars ind political disiuption m India At such 
a time trade and industiy could not have fiourishod and so 
w'j s the case with banlang Bui to carry on these wais money 
must have been reqmied and the services of the money 
changers and hankers must ha'v o been necossarv At the same 
time with declmein tiade, llie indigenous bankmg sjstem must 
have received a set-back 

lYitli the estabbshment of the rule of llie East India Com- 
pany, the Emopcan inei chants and the English agency houses 
in India began to finance foreign trade, foi it ivas mainly m 
then hands and the currency refoini of 1S35 introduced by the 
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Eitfi-li .\<Imini‘!tntion vliidi idopted the present rupee lor 
11i( vhole (if fmin c aisod a curtailment of the functions of 
iiulif'cnoiis huihors 

The f fleet of eulv Luropem hmlunpr institutions in fndn, 
upon the in(li"( nous li ml ers s\ as thus nnfae ouiahle to the latter 
-(\hith maint lined i siparate existence fioin the foimer Tlie 
lairopem l[ouse^ lK"m to tin nice foieisn trade and the indi- 
ecdioiis hiniar IiiiuKod the aoTiuiItiiie indiisliv the cotta^o 
indusines ind tlie internal trade Tlie fuo kept apart md no 
elToii wis in ide to toordinili them althouirh later on the 
indipeiions h nders found it profit ihlc to increase their resources 
he Ksoitiinr to horroiiinjr occasion illj from the piesidency 
1) inks ind tin joint stock banks 

Pi I sLM hexCTiONs 

Thr fiinitions of an indigenous money lender consist in 
linking adi me(s m the foim of inoiiej, corn, seeds oi cattle 
In igiK ultumts (111 the sLCiirita of the produce or moaablc or 
iiiiinoi.ihle propirti or on pirsonul seeiiriti also The ludi- 
gt nous banker on the other hand eanies on the functions of 
mom \ knehng ehnosit rectning on current or fixed deposit 
uconnts ilkniing easli eredits md dealing in bills of e\- 
< hinge or lluiidis of hoth kinds — demand and usance But 
this( film t ions iii* jicrformed bj a modern bank also lunniiig 
on \\('ttrn lines There is a lot of diflcreucc nonetheless 
betwien the functions of indigenous bankers and those of a 
moekrii hink \ll indigenous banlvCrs do not icceivc deposits 
md (\en if the\ rice no theuii sncli deposits form a Tcry small 
portion of flieir total re son ices But a modern bank on the 
otiui liand, ranes its working capital mostly throngh deposits 
Tlu yithdravals allowed bj the indigenous bankers against 
ehjnisits are niosth m the form of cash and not bv ebeejne winch 
i" the t isi cMtli modern banks Some indigenous bankers, 
howiaer do issu(> cheque books m acmaenlars which hare a 
acre n irrow eiri illation A modern hank proyidcs a cheap 
c iirn m \ in the form of eh posits subject to rlicques and thus 
hi Ip-i to bring ihonf elisti(it\ to the currency sjstcm and helps 
in St ibiliniig the jinee level The indigenous bankers rarelv 
resort lei issuing cheque's and do not, therefore, give the benefit 
of piovuling a eheij) circiditing medium The indigemoiis 
h mi rr doi ' not coniine hiniself cxcliisiveh to banking business 
luiipei- as a modem b ink does but cirrus on eertain other 
business abo wliieh eloe= not proporlv spiaking fill under the 
jirovinii of modem banks The other business vrliieh indi- 
gi lions haiikiii exirrj on is industn, {rule md commerce 
Tlu \ '(t IS general mere h mts commission agents, 

hrukirs trukrs, industn dists, jew e Ur r- etc Tlie business of 
mom V -h neliiig md deposit rteeiving octupiC'> a secondarv plaeo 
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■ATitli the indigenous bankers This tendency is more pronounced 
in recent years Giving to the fact that they have been losing 
giound in banking business becanse of their antiquated methods, 
umfication of the modern currency system provision of cheap 
and safe remittance facilities and the use of co-opeiative socie- 
ties They also cany on speculative deabngs in stocks and 
shares in Bombay Stock and Share Market This is not the 
business of a scientific banker ivho should avoid speculation 
undei all cases The mdzgenous bankers do not fear a run 
Jrom theu customeis because they do not raise deposits to a 
great extent They alloiv loans on the security of laud, build- 
ings, ornaments, and the like and do not leahze the enormous 
difference betv ecn a B/B and a mortgage ’ They do not 
keep their assets in a hquid foim and do not suffer tlioreby 
liecause thej’’ deal ivith their ovti money They do veiy httle 
to promote banlang habit which is done by modem banlcs 
Tlie creation of bantog habit is very necessary for the economic 
development of a countiy Piomotion of tlirift can be incul- 
cated by receiving deposits on interest and as indigenous bankers 
do not do so, they fail in achieving this object 

The importance of these differences should not be exagge- 
Tated and the services rendered by mdigenous bankers should 
not be mimmised Their services in hnancing agriculture, 
cottage mdustnes and internal tiade are of immense miportance 
to India 

Katuhe, Extekt and Methods or Business 

The opeiations of the mdigenous bankers are not attended 
unth formabties and delays Their accounts are kept in a 
Simple and econonucal way, though they are accurate and 
efficient Their establishment is not costly and they are easdy 
accessible They receive no regular banlang education except 
"that -which is picked up in the regular course of busmess, and 
from past experience of their firms 

The indigenous bankers cannot estabbsh direct relations 
■with cultivators and they finance agnculture through local 
•Sahukars and money-lenders In Buima the Ohettiyar sends 
■out his clerks to the villages to deal with local bonowers and in 
Bihai the indigenous banker lends to gram merchants and 
advances directly to zamindars who have an easy access to 
toivns He also indiiectly finances agncidture by financing 
internal trade He has ceased to advance money against 
land m provinces "where Land Alienation Acts are in force 

The indigenous banker maintains a close personal touch 
■with the trader and the small industrialist He does a lot of 
general banking busmess in this connection, such as buying 
•and selling remittance, discounting Rundis. receiving deposits 
■and grantmg loans against stock-m-(rade The majority of 



54r the IEEIA:s ArOSET hapket 

the indigenous Tianlers combine banking ’Ritli trade and be- 
cause of competition from joint-stock banks, tbeir banking 
business has decbned and they have tned to make up this lost 
ground bv developing tradmg activities Their bankmg 
business has also decbned for the foUoiving reasons 

(a) Loss of agencv business m Hnndis because the export- 
ing firms have estabb'hed their oivn branches 

{&) Heavv stamp duties on bills vluch have reslncted their 
biU busmess 

(c) Temp^'ation for speculation v hich they can fulfil in trade 
and not m hanking 

Tliere are three kinds of indigenous bankers at present- 
(11 Those vhose nrmeipal business is bankmg, (2) those ivhose 
principal business is tradmg but vho employ surplus funds 
m hanking bu'^mess also and (3) those vho are hoth traders 
and hankers 

EEI \TI0>S IVITH ORG^.^■IZ^D B VN’KIXG IxsTrnJTio>s 

Iso authontative statistics are available inth regard to 
the business done bv the indigenous bankers We have seen 
that the financmg of agricultur'’! mdustry the cottage mdus- 
tnes and the financing of mternal trade largely falls to the share 
of indigenous bankers The total agricultural indebtedness 
m India is about Bs 900 crores and the Hundis disconnted or 
rediscounted by the Imnenal Bank even in the busiest season 
never exceed Ks 12 crores Thus the part played by the 
indigenous banlars in financmg trade and mdustry is very 
considerable 

Intemel trade is also financed by the joint-stock banks 
and inoigenous bankers are to a certam extent dependent upon 
them The joint-stock banks keep an approved list of the 
mdigenous bankers ■with -whom thev carry on busmess Every 
banker on the b’st is assigned a certam amount of credit 
determmed bv his financial position and he 'vnU not be allo'wed 
credit more than this amount The jomt-stock banks vrill 
refuse to discount the Hundis endorsed by the mdigenous 
bankers if they exceed this bmit though, as a rule this bmit 
IS seldom exceeded is the mdigenous bankers prefer to invest 
their o'wn rands rather than endorsmg the Hundis and redis- 
counting them 'With jomt-stock banks It is onlv m the busy 
season that they borro-n funds from the jomt stock banks for 
at that time then o'wn funds are less than the accommodation 
reqmred bv the traders At such a time the customers’ Hundis 
are endorsed and taken to the jomt-stock banks ■which readily 


- Central Bant inrj Enjairy Com mltee Rcpo~l, p 9[) 
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iliscoxint tliem according to the standing of the hanker concern- 
ed The hanker refuses to accept too many Himdis of the 
same customer in order to be on the safe side Tlic jomt-stock 
banks do not take the Hundis directly from the traders "srith- 
out the indigenous bankers’ endorsement, for in that case the 
Hundis would have behind tliem only the personal security 
of the traders, but Avith the Shrofi’s endorsement the security 
IS enhanced 

Ekiatioks or Ia’dioeaotjs Bamceks to thb 
Ijipekul B vmc 

The Imperial Banlc of India provides the following facih- 
ties for the Indisenous Bankeis (1) It provides remittance 
facilities for transfer of funds from one branch to anothoi 
The branches to vliich funds aie transferied are enabled to 
purchase the Hundis endorsed by the indigenous bankers or 
one branch is m a position to issue demand drafts and tele- 
giaphic transfers upon another to which monev is transferred 
(2) Anothci facility is that the Impeiial Bank m the busy 
season grants aeconimodation to the indigenous bankers by 
lediscoimting the Hundis endorsed by them Such endoise- 
ment is essential to satisfy the provision of the Imperial Bank 
Act accoiding to vhich the Imperial Bank cannot rediscount 
& Ilundi unless it bears two mdependent names Section 20 
of Act X of 1923 as amended in 1921 aiithoiizes the Imperial 
Bank to borrow emergency currency from the Paper Currency 
Beserve m busy season to the extent of Es 12 crores and to 
iidvance it on the secuiity of self-Iiquidatmg Hundis The 
Bank lias, howcvei, found it difficult to get Hundis, for the 
mdigenous bankers want cash credits Formerly these facili- 
-ties were not taken advantage of because of the high rate at 
Avliieh eraeigency currency was issued by the Government 
■to the Imperial Bank In 1924 the minimum rate was leduced 
■to 6 per cent for the first 1 croies, 7 per cent for the second 
Aind 8 per cent for the next four crores This was the minimum. 
Tint the loans were to be at the current bank rate Later on, 
•the scale w-as reduced further, but still the amount of genuine 
Hundis coming to the Imperial Bank does not usually exceed 
A or 6 ciores 

Trade Bills are not available in large numbers mainly 
for two reasons Firstly, the current methods of internal 
trade do not provide scope for trade bills to bo drawm and sold 
m the villages Secondly, people who can draw them have no 
traimng in their creation and discounting 

The connection of intbgenous banks with the clearing 
house system is praeticalli ml, and thej arc not members of 
the clearing house 53 stem m unly because the cheques passing 
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through them ure not of sufficient amount to justify their becom- 
ing members of the system The number of cheques draun 
on them is small and such cheques are collected by a branch of 
the Impel lal Bank or a jomt-stock bank But it no branch 
of the Impeml Bank or of a jomt-stock bank is there at such a 
place ■where the drauee indigenous banker resides, the latter 
makes payment either by cbeqnes on a clearing banker or in 
cash 

BlUKCTS or 1^^0IGE^Ot5 Ba>r&g 

The chief defect of indigenous banking is that it liardly 
constitutes banking in the proper sense of the irord It has 
comparatively httle of deposit and discount business and. is 
confined mostly to money-lending business This monev- 
iembng business has in itself scTcral unfortunate concomitants 
such as extortion ately high rates of interest, usurious compound 
interest rates and dishonest dealings on the part of money- 
lenders All these eyils have very unfortunate economic conse- 
quences to the borrowers and to the country as a whole Lack 
of deposit banking is also responsible for the prcyalonce of 
hoarding habit People may disagree on the amount of hoards, 
but the fact that they do exist is an established one and this 
IS responsible for a lot of economic waste So much capital 
productively employed must go a long way to improve the 
economic condition of the people of om countiy Afost of the 
people of India being ilhterate cannot understand the methods 
of modem banks on European hnes haviug their accounts m a 
foreign language Indigenous bankers know very well their 
customers and can inspire confidence mto them and are also 
easdy accessible to them It is only these bankers w ho can do 
much in creating banking habit among the qjcople of this 
country 

Absence of a native discount market is another defect 
of indigenous hanlang The discounting of Hundis plays a 
very small part m the financing of trade and industry as 
compared with the use of cash employed for the purpose This 
involves transfer aud retransfer of funds from one place to 
another which ts wasteful and uneconoimcal Sforeover this 
fact is responsible for lack of any effective and important con- 
nection between the indigenous banks and the jomt-stock 
banks Another defect is that the mdigenons banlang system 
neither controls nor is controlled by jomt-stock banks There 
IS no effective leadership m the Indian money market The 
indigenous hankers work more or less as independent units 
In busy times, the indigenous bankers do approach the jomt- 
stock banks for accommodation but for the most part of the 
year the bazar rates are not determined by the Bank Hundi 
rate In the slack season the bazai rate may be lov er than the 
Hundi rate as the indigenous baulcers have surplus funds and 



ixmoEi^ ons BANKiyo 


57 


oan luiderqtiote the joint-stock bank"! Pnrther, the indigenous 
hankers in the slack season have high leseives vith them 
because they do not deposit them mth the joint-stock banks and 
in busy season, they have to seek the help of the jomt-stock 
banks and the result is that they ha\e to keep unduly high 
acservcs with them at one tune and icry little at anothei tune 
The joint-stook banks also have to maintain high leserves 
•omng to the lack of a central banking institution 

LI^^Ia^G THE IMII&EVOTJS B VVKril MIIH THE GENEK VE 

BAMaEG System 

The next question naturally irises as to how these defects 
me to bo lemovcd It is clear that unless some connection 
nnd close relation is estabhshed between the incbgcnous banks 
and othei banks, situation cannot impiove The Bazar and 
the Bank operations must be coi related in some sj stematic way 
Anotlicr line along 11111011 refoim should go is that the method 
-of cash Cl edits should be replaced bi trade biUs, but m any 
ease the change will be icrj* slow and the illiteiacy of the popu- 
lation anil stand in the i\ay to a very gieat extent The ques- 
tion IS, " IIov should the mdigenous bankers and the money- 
lenders be linked to the Indian joint-stock banks through the 
development of an indigenous bill market that both may 
respond to the policy of a Central Bank f ’ T)i Jam suggests 
that theie should be a closei contact betveeu the joint-stock 
banks and the inibgenous banks bj' developing the functions of 
the endorsing shroff This can be done if the joint-stock banks 
ancieasc their branches vlnch is not m then interests very soon 
because they must co ordinate their position first The indi- 
genous banks must change their existing methods and take 
up those functions which the discounting houses peifoim in 
England hTcn indigenous banlis on joint-stock lines must be 
formed to leceive deposits, discount bills and issue cheques 
People will be able to entrust their savmgs to them because they 
wnll inspire confidence into them The advantages of this refoim 
vtlII be that loans will be made at. lover rates, for moie capital 
will bo available Of couise, they will have to disciiimnate 
between iiroductive and unpioductive debts and between spend- 
thrifts and the thrifty Thus, they wall bo able to grant loans 
for productive purposes and wall discourage borrowing foi unpro- 
ductive purposes They will also encourage the creation of 
commercial papei which they ivill readily discount 

Tins new system will be helpful to the co-opeiative socie- 
ties as w'cll These amalgamations -will be of those houses 
which now compete wuth co-operative societies and they wall 
rediscount commercial paper endorsed by the co-operative 
societies The latter wall thus be able to finance their honest 
customers by endorsing the latter’s Bs/E Jomt-stock banks 
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also -aiU gam, for commercial paper mil be created for beintr 
rediscounted mtli them Indigenous bankers "vviJl alnass 
be able to meet any demands of their customeis and joint-stock 
banks mil get good pajier to invest their monei in Tlie new 
mdigenons banka mil supply the missing link lictMcen the 
modern nionej maiket and the indigenous money market 
hj providing an open market m indigenous bills for the Central 
Banic vhicli Mill be anle to function as a bankers’ bank 

Ppoposvls or PBOvij.cru. Bamcog CoaIlIm^E-^ 

The Provincial Banning Committees suggested the folloiv- 
mg vays to link the indigenous banking sjstem mtli otliei 
banns — (!) Indigenous bankers sliould be linked mth the 
central banking institution of the countrj as its agents in those 
places vhere no other banking organization e-cists Certain, 
restnetions should be imposed upon such indigenous banks 
in order to avoid risks of speculation (2) Indigenous bankers 
vho satisfy certain conditions should be treated as member 
banks on the approved list of the Peserve Bank when created 
and they should be required to keep a certain amount of their 
deposits V ith the Beien e Bank and should get the same faci- 
lities for rediscounting commercial papoi as other member 
banks -subject to certain restrictions (3) Commercial banks 
intludmg the Imperial Bank shonld discount the bills of indige- 
nous banks more freelv At piesent, there is a complaint against 
the Imperial Bank tliat its local branches in some places Tefu'’e 
to rediscount Hundis healing the endorsement of even the 
firms of highest repute ” (I) Indigenous bankers should 
re-orgamze themselves on modem lines to inspire public con- 
fidence and the Government should encourage re organization 
oy appointing such institutions when formed to be government 
hankers (5) A class of licensed bankers should be created 
vhich should get eertam privileges m return for certain ohliga- 
tions The pnvilegcs shonld be special facihties for recovering 
their money from their debtors, their rates of interest shonld 
not he changed under certain conditions, the Imperial Banlt 
shonld not open a branch uhere the heensed indigenous banker 
18 working, facihties for remitting funds through the Impenal 
Bank and grant of redisconntmg facilities by the Reseive 
Bank shonld be on the same terms as those enjoyed by the 
jomt-stock banks " 

PpOPOSAES of the Cc^TPAE BAMaKG E^•Q^OT^V• 
CoanjrrairE: 

The Central Bankmg Enquiry Committee, after careful 
consideration of the various proposals, have come to the 
conclusion that some action should be taken to improve the 

« Bengal Ojtmnittee Report quoted on pn^e lOS, Central lianlino 
Enquiry ConimiHee Report 

^ Central Bant iruj Enqxiiry Commifiee Report, pp lOG, 107 
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position of indigenous banlang in Tndia and tliat the indigenous 
hanker should he made a useful member of the Indian Banlang 
System The indigenous bankers’ latcs of inteiest do not com- 
pare imfaYourahly with those of ordinary joint stock hanks 
and their advantages to Indian commercial commumty are 
greater than those of joint-stock banks, hut the indigenous 
hankers have fallen on evil days In the interests of agiicul- 
ture, finance and taade of the count ly some action is necessaiy 
Agriculturists, mei chants, tiaders and small industrialists 
mostly depend foi financial help upon flie indigenous banker 
even in places vhere othci types ot banks exist Joint-stock 
banks inU take a faiily long time before they can do enough 
vork foi Indian economic deA'clopmeut The extension of the 
co-opeiative movement on such a scale as to leplace the indi- 
genous bankeis is not possible in the visible future The Imperial 
Bank of India is not hkely to spiead its net-work of branches 
to a greater extent because many of its existing branches have 
not yet reached a profit-making stage In vieiv of the above 
reasons, the Committee make the following pioposals ivithout 
involving any compulsoiy measuies — 

(1) The indigenous bankci should be brought into direct 
relations nitli the Beserve Bank as soon as it is established and 
rediscounting facilities should be pronded for such indigenous 
bankers as come into direct relationship vith the Reserve Bank 
Indigenous bankers who do only piopgr banking busmess and are 
piepared to shed then otlioi business should be put on the 
approved list of the Resoive Bank and some standard of capital 
should be fixed vhicli an indigenous banlrer must satisfy befoie 
ho can be given tlie lequired concession (2) Snob of the indi- 
genous bankers rvliose deposits do not exceed five times tlieir 
capital, should, duiiug the fust five years of tbe woiking of the 
Reserve Bauk, be exempt fiom the lule relating to compulsoiy 
deposits and at tlio end of the peiiod the Reseive Bank may 
take such action as it deems jiroper to make its credit policy 
effective " (3) 51o condition should be imposed as to the maxi- 

mum rate of interest to be charged by these banlvs in retm n for 

® Ordinal -v membei ban! s should maiatain a caifcain peiccntage 
of thoir time and demand liabilities as inleiest-fieo balances -mth the 
Reserve Bank, but the Commit lee haae not insisted on such a rule 
bem" imposed in connection vritii rodiginous bankeis foi the following 
reasons (1) Tbe object of such compulsoij deposits is to enable the 
Rcsoi \ e Bank to control the ci edit pohc\ ot the inemboi hanks, but so 
far as indigenous bankers m gcnciai aie concerned, tbou deposits and 
operations though larg, m the aggiegate aie mdiiidurdly small and, 
therefore, the piineiplc of conipuKorv deposits cannot applv to them 
■with as much foico as it can in case of other hanks (^) Small in- 
drgenoub banker's cannot famish the necessaiy letnins for the observ- 
ance of this rule (3) The principle of corapulsorv deposits ivill not 
attract tlie inligenous bankers to come into the spheie of the Reserve 
Bank Systom {Central Banlung Eiiquirg Committee Iteport, p 108 ) 
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tlie facilities offered, but the Reserve Bank should be given, the- 
poirer to sec that institutions receiving rediscount facilities fiom 
it do not cliarge unduly high rates of interest from the public 
(1) The same remittance facilities should be given to these banks 
as are given to all 30 int-stock banks bv the Imperial Bank of 
India or the Reserve Bank vrhen the latter is cstabbshed (j) 
The Imperial Bank should adopt a more bboial polici for pro- 
viding bankmg facihties to indigenous bankers (6) An dissocia- 
tion of All-lndia Banks and Bankers should be formed as earlv 
as possible and such indigenous faankeis whose bills the Reserve 
Bank decides to accept should become full members of the 
All-India Bankers’ Association This ivill raise their status and 
improve their banking methods (7 ) Local indigenous bankers 
should form themselves into jomt stock banks (8) ‘iCommandit 
principle banks of the German tvpe should be cstabbshed in 
India (9) A co-operatiae bank of mdigenons bankers should 
be formed to discount the Hundis of member banks and it 
can rediscount the same vath the Reserve Bank And (10) Bill 
bioking should be adopted as an integral part of the mdigenons 
bankers’ business 

The mdigenous bankers should themselves cawy out these 
reforms and the Committee “are of the opinion that if they 
bnng their system of operations more into line vath the custom 
and practices of commercial b'>nk& in the matter of audit and. 
accounts use of bills and cheques prompt payment and 
receipt of monevs and conduct of business stnctly m accord- 
ance with legal requirements, they wall take their proper 
place in the hanking system of the country ’ 

;Mr Eamdas Pantulu m his Minute of Di’itent avants action, 
to he taken beyond the recommendations of the Majoiiiy 
JRcpoi-t He says, “ that the question of plating the indigenous- 
banking system as a w hole on sound, stable and solid modem 
foundations cannot be satisfactorily solved by tbo mere pro- 
vision of faeihties, howeier valuable they may be to individual 
piivatc bankers, selected for special treatment by the Reserve 
Bank or the Irupenal Bank There is too much of personal 
element in it and too little of the system The success of the 
scheme must in the long run depend not upon the survival of 
a few mdividual bankers to take advantage of it but upon the 
xeorgamzation of the mdigenous bankmg classes so as to bring" 
them into the banking sjstem of India” {Gcntial Banling 
Gommiitee Report, p 623 ) The estabhshment of the Reserve 
Bank and the creation of a privileged class of mdigenons bankers 
gettmg eertam facihties from that bank and being used as 
agents for collection of its cheques and hills will no doubt bring- 
them more mto contact with other banks but merely tins wiR 
not develop mdigenons bankmg system as a whole Tliese 
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banker? bavo fjroat icsonico? -Hhicb are available for tlie eco- 
nomic development, of the eountiy and they still pro-side the 
bulk of the capital of all the ciodit agencies put togclhei They 
should, thciefoic, be fully ntih/ed to ht into the modern bank- 
ing system vlnch is being dei eloped m the rural aieas If 
the government changes its shoit-terni boriovmg policy, their 
dumdling losoinces mil be lepleted The indigenous bankers 
liaAO plenty of tiaditioiial kiumledge and skill and aie knovn 
foi their honcsta, business dealings, lesouieefulness and apti- 
tude for s iving monea' Some of them ai ork largely' on modern 
lines and do all kinds of husmess aihich the commeicial banks 
do, as issuing pa'is books .ind cheque books and they^ meet the 
requiicmenls of the commertial classes ’ 

Mr raiitiilu recommends that those indigenous bankers 
a\ho cany on pure banking business slionUl be conferred tbe 
legal status of a bankei and should be brought avithm <hc scope 
of the Bank Act lecommended by the Ilauking Committee 
“ It should not surely be dilhcult to fiv standaids of eligibility 
foi rcgistiation as hankeis and to fiame a set of banking legiiia- 
tions aihuh are suitable to the peculiai conditions of suck 
partnerslnps and bankers ’ In older to irajiart vigoui and 
tone to the indigenous banking sysfom the indigenous bankeis 
should be put on a statnloii footing by registering all those 
who -wish to avail themselves of the provision of the Bank Act 
The Act of registi at ion v ill confer a stal us and dignity upon them 
and there is no reason, thoiefoie, foi their dislilang the idea of 
registration Laivy'ers. doclois, engineers ind othoi piofessional 
men get themselves legist cred and registiation in the case of 
indigenous bankers also should not he, a ‘ vnit of restiaints, 
but a charier of lights The leadeis of the indigenous hankers 
can popularise tins idea and fliey should bo impressed that if 
they' refuse to hocome sciviceablc m cstabhshmg a money 
market in the counliy , they mil be evcluded from tbe national 
economy of the countiy 

With legard to v\hat they vmll get m letimi for icgistra- 
tion, it may bo said that “ the veiy fact that they cany out 
banking as lecognir-ecl bankers and submit themselves to 
regulations which arc fiamed to piolcct the inteiests of deposi- 
tois and to ensure the adoption of eCficicnt business methods 
will inspiio confidenco in the public and mil onlaige their 
lesouiccs and expand their business ” Then position as bankeis 
undei the law mil entitle them to get the same piivilegcs as 
will be conferred npoii yoint-stock banks They will be able 
to receive money into tlioir counters mlliout stamping receipts, 
vvall have remittance and collection facibties open to other 


” Cintrul Jinnl m'j Lngvvif ComvnUco Beport, Mmuio of I)i‘<hcnlr 
bv Binidns Pnntulu, p 
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“banks, but not open to tbe piiblic and the more important of 
them may claim the membership of clearing houses The 
Banker’s Lien should he extended to them and the piovision 
of the Bankers’ Books Evidence Act can also be apphed in 
their case If other banks get any facihties for speedy deter- 
mination of their claims or reduction m costs of htigation, the 
registered indigenous hanliers also may have them and they 
-will get discount and rediscount facilities The Imperial Banic 
■wiU choose for its agency v ork for collection only the registered 
mdigenous bankers and the associations of the registered 
indigenous bankers -will then ‘ hai e a wider mfluence and higher 
prestige than those of a nebulous class’ In tins way the whole 
of the indigenous hanking system -will be given a new orienta- 
tion 

The multiplication of sound joint stock banking system 
and the spread of the ciedit co-operative movement is bound 
to take time and reconstructing mdigenous banlang on modern 
lines mil be moie helpful than the displacement of the system 
Development of banlung in India cannot be achieved by a 
■“mere slavish imitation of the English loint-Stock Banks’ Model” 
■which IS verv expensive and extravagant standards of hanking 
establishments set up by foreign bankers and copied by Indian 
joint slock banks are unsmtablc for India Lofty and spacious 
halls with shimng counters are not the things to copy It is 
the really vital and progressive features of the Enghsh banking 
system that need emulation and the incbgenous banking system 
if put on model n lines can achieve the object, for their methods 
are veiy economical 

The savings of people collected as deposits by commercial 
banks arc taken to mban centies and the postal sa-vings -with 
the government also starve the local needs The rural areas 
suifei for want of funds and indigenous bankers in this respect 
■can supplement the activities of the co-operative banks The 
■evils of uncontrolled money lending are increasing and the 
indigenous bankers finance to a verv great extent the trade 
and mdustries of the countrv, but at onerous rates of inteiest 
-which must be brought under proper control The operations 
of the indigenous bankers be outside the influence of the or- 
ganized banlang system of the country and as the indigenous 
bankers do not place their idle funds with other modern banks 
in India, they are outside the sphere of the money market 
In order to provide for the extension of a bill market in Indi i 
and to provide effective contiol over the credit operations of 
the indigenous bankers for the central banking authority when 
it IS set up, the mdigenous bankers must be modernized 



CHAPTE-R VI 

Cooperative Movement 


Thk success of the small village banks m Goimanj’’ 
tow aids tlie close of the last tenturv atti acted the attention 
of those wlio were eagei to solve the pioblem of ruial poverty 
Sir Fredenck Xieholson was deputed by tlidSTadras Government 
to study the sjstem and his report was published in two parts 
in t89‘i and 1S07 In the U P and the Punjab societies 
begin to bo oiganired by IMr Bupemeiv and Uti Maclegan 
lespecfnelv, which at tliat tune could be legisteicd under 
the Company Law Tlie Famine Commission of 1901 advo- 
cated the foimation of mutual ciedit associations In 190 
the Co-opeialnc Ciedit Societies Act was passed in India' 
Three points about tlic new policy deseive to bo mentioned 
Firstly the ajiplication of the Vet to ciedit co-operation only 
was deliboi atcly decided upo i w Inch proved to be w isc The Act 
was fnamed befoie there was anv e\peuencc of the movement 
in India and it was good that only one line was selected 
Secondly, the moiomciit was not the outcome of any popular 
demand but the new legislation like that m Japan was tho 
result of the desire of the Goveinment to amelioialo the 
economic conditions m rural India Public-spinted helpois 
had to be found and (‘iicomaged to come forward and undoi- 
lake responsibilities Tluidly the establishment of a Govcin- 
meiit depaitinent in charge of the movement was inevitable. 


^ 3Iain piovisions of the Act wcic ns below — 

(n) An^ ten major poisons beloriRint; to the same villa'!;o, tube, 
cisto 01 town could apph Toi legistration ns a sociotv 

(b) It made piOMSion onU for ciedit co-operation 

(c) Societies woic to be rmal and uibnn nccoiding as foui fifths 

of then membeis wcie agiicultui ists oi not 

(d) Unbinited bnbibtv was the lulo in the ca^o of a nual sonetv 

and in the case of the uiban societies the mattci was left 
to tbcir choice 

(e) All tho piofils of a lural society wcio to he cieditcd to a 

leseiic fund 

if) Coitain limits wcic imposed upon the sue of the shaio capital 
and no member was to hold more than one fifth of the 
shaios and the totrl ^aluc of an induiduil member’s 
blnic could not exceed Ks 4 000 nor could he liavo moie 
tlian one lotc 

(g) Registiars wore to he appointed in all jiroiinces to exercise 

Bupci vision 

(h) Goicinmenfc resell cd certain powei-s for theniselies as 

coinpiilsors inspection, audit, dissolution, etc 
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The Govenimont thus Invjng no co operative ex:peneiice m 
India to guide it had to depend upon its ofiicial staff to carry 
out its pohcT These special features hart influenced the 
moTenient throughout its later coiiise and also explain many 
later derelopnients = 

The original Act made no provision for non credit societies 
or for the highei finance of the movement for tivo reasons 
Firstly, the cmshing burden of agrarian indebtedness in India 
makes it verv difficult for agriculturists to “lend a viUing ear 
to the aduce of the agncnltural expert ind secondly, a good 
credit soeieti has an immense educative value on wliieli the 
foundation of more ambitious schemes can be laid down It 
affords an excellent traimng in tlie liandling of monej in 
expending it on productive purposes, and in the elements 
that combine to build up '-ound credit It leadily lends itself 
to organization for mutual help throughout the country side, 
and, vilely guided it oncouriges and stmiulates the practice 
of thrift and illustrates vividh the advantages of even the 
smallest savings ivlien thev arc made regularly over a series 
of years ’ These two onussions veie supplied by the second 
Act of 1912 which is still lu force throughout the country except 
m Bombav and Burma wheie local legislation was passed 
in 1925 and 1927 lespeetively 

Peesem Po&itiox 

Certam recent statistics relatmg to the moacment in 
India are given below= — 

Agricextupal Co oper itii e Societies 

Ciedit 2von Ciedit 


Year 

No of 

It orkmg 


tVoiking 


AO of 

fipital 

No of 

No of 

capitel 


societies 

members 

Rs in societies members 
laklis 

Its in 
tnklib 

1915-16 

16 690 

663,527 

4,92 

96 

4 822 

1 

1916-17 

19,463 

723,329 

5,65 

160 

7 186 

1 

1917-18 

21,688 

767,205 

6,36 

249 

13,944 

3 

1918-19 

26,214 

864,500 

7 34 

437 

24,237 

13 

1919-20 

32,595 

1,046 839 

8,73 

616 

34,057 

IS 

1920-21 

37.673 

1,204 199 

10,60 

857 

50,212 

21 

1921-22 

41516 

1,347,277 

12, OS 

1,073 

62,984 

30 

1922-23 

45,043 

1,442,080 

13,47 

937 

57,320 

32 

1923-24 

49,118 

1,585,708 

15,15 

1,196 

77,686 

40 

1924-23 

34,390 

1 749,196 

17,59 

1 595 

99,694 

49 

1925-26 

39,018 

1,901,539 

20 47 

1,769 

121,789 

54 

1926-27 

63101 

2,115,746 

24,14 

2,133 

154,322 

58 

- Sea AgncuUttTal CornmiSBioii 
and 371 

s Heport, 

pp 443 

i, 444, pans 37i 


cn AgrtctiUxtre in India, p 146 
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The follo^vlng table sbo-vvs the extent to which the lural 
population in different provinces has been touched by the 
movement^ — 
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Proportion of members 
of Acncultun! Socie 

l*ro\ince 
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f IT 

6 2 Ji 

e 3 o 

« O 

-SCI 

0 « W 

.-I 

tiei 

i to famiJies m 
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o w - 
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All socie 

Credit 



oegS" 

£ s c 

¥> 

0 a 

tics 

per 

societies 




a'"' 

Z'- 

cent 

PCI 

' cent 

Ajmei-Meiwara 

30,185 

9,879 

330 

66 

35 

4r 

15 

0 

Assam 

12,478 

42,478 

7,428 

1,186 

2 

9 

2 

9 

Bengal 

380,302 

329,765 

13,509 

8 702 

4 

4 

3 

8 

Bihar A Orissa 

205,825 

203,000 

32,027 

6,525 

3 

2 

3 

1 

Bombay 

300,077 

200,182 

11,908 

2,981 

10 

0 

8 

7 

Burma 

93,103 

87,417 

11,921 

2,384 

3 

9 

3 

7 

CP &Bcrai 

59,459 

58,039 

12,519 

2,504 

2 

4 

2 

3 

Boorg 

11,223 

11,223 

155 

31 

36 

2 

36 

2 

Delhi 

1 250 

1,250 

184 

37 

13 

5 

11 

5 

Madras 

012,220 

583,315 

37,040 

7,408 

8 

3 

7 

9 

K W F P 

081 

681 

1,915 

383 

0 

2 

0 

2 

Punjab 

401,512 

373,155 

18,473 

3,691 

10 

9 

10 

2 

Umted Pro- 







vinces 

148,405 

148,332 

40,570 

8,111 

1 

8 

1 

8 


The table shows that leaving out the Punjab, Bombay 
and Madras, the movement m other provinces has touched 
only a fimge of tlio population 

“The mam results achieved maybe said to be the provi- 
sion of a large amount of capital at icasonable rates ol interest 
and the oiganization of a system of luial credit which, caie- 
"fully fostered, may yet relieve the cultivator of that burden 
•of usuiy which he has borne so patiently throughout the ages 
Knowledge of the co opei ative system is now wide spread , 
thnft IS being encouraged , traimng in the handling of money 
and m elementary banking practice is being given Wheie 
the co-opeiative movement is strongly established, there has 
been a general levering of the rate of interest charged by 
money-lenders , the hold of the money-lender has been loosened, 
with the result that a marked change has been brought about 
an the outlook of the people ” Thiift has been inculcated 
nnd this too is a noteworthy achievement At the end of 
June 1930 about 20 laldis of members had a share capital 
and reserve amounting to about Rs S croies and deposits 
amounting to T?s 21 ciores and the total working capital 
amounted to about Bs 30^ crores 

At the end of June 30, 1932, for the 17 P the number of 
Central Banks and non-credit central societies came to 86, 


* Report of the Royal Commission on Agriculture tn India, page 417 
3 
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total memlier'^lnp coii'^ifitinR of imlniiluals and Rorintion v i*- 
and ri‘-iictti\c)v, folal knd)np-» diirjni!r llio'vfir 

to indiTidnnls ncro Itfi J 17115 fioin CtMtid J>!in)i'5 ind 
31s from pnnnn ^ocH^Il's 3 Ik li^niis for apritnl* 

tnral soeitlios ntro 


Xo o' No of I o 111=. lo 
Fociftio= iiiiinbtis nuiiibtr" 


IVpO'-ll'' 


Woil nc On Old 
t ijilt 1 f njiil 1 


Jis jih iiF i:« 

5,118 1,37 170 20 01150 11,17,511 1 01.01 0(12' 52 02,701 

TJic i)0'=ition of non ap-iculturd pocii(ir-> for (Ik \< ir ma 


301 29,932 23,30,812 15,70,073 


20 1GJ57 11,05,12'' 


Tinr Prnrvii .SoniTii s 


Thp pnimrj rock tips fomt tin basis of tin linanoril 
Btrucfnrp of credit co opcnfion 31 h\ aro issociitioiis of 
borronorp and non-borrouc rfi of tlic sniip locabts Oliiv 
bnov one anotlicr \(rj c\tll and Ibis factoi foster- a pjnnt 
of cooperation and «clf-lulp amonft (lirtn 'lin foKitrn b ink- 
inc c\i)orts recommended tint the imniberslnp of primarj 
Boeieties slionld not be confined to i sjiecnl treed. caPte or 
calhnf; or to a certain class of people jpsident in a loealits 
Tlicrnril societies are nsiially unlimitid li.ibilits Konetics based 
on the Paifleisen niodcl the femoiiR Germ.in tooperitor 
An inliabitant of a Mllnae of pood ebir.vter e in bieonie a 
member The (anpible isspts of tlit soeiets tonsnt of tlio 
properly of the members ishosc del ids are cnieied in a list 
called the Properts fetateniont of the soiietv scinch is reMSid 
from time to tune to m.ike it up to d do In pome pronnec' 
speciallj (he Punjab, the United J’roMiite Madras .ind Bnnni, 
share capit d plats an important p.irt t he-reas in other jiro 
Tinccs the share anel non share rock Iks ovisl «k1o b\ Ride 
The Central Bankimr Committee arc ‘‘of the ojmiion that the 
encouragement of subscription to pliaic capital bv members 
as a method of collection of sannps is to bi‘ preferred to a 
systean of comptilson eleposilb ” 3'liost porictics i use cipitil 
locally on the combined liabilitT of inciiibei> to be lent out 
to the latter Their resources arc fiiipplcmciitcd from deposits 
from members and loans from outsiele Under existing cii- 
cumstances primary societies should not attract deposits from 
non-members at high rates of intorcRt, hociiisc this Mill not 
bnng doMU the rates of interest hurthcr non mcmbei's 
deposits cannot be proritabl5 ntili^cd nitliont an cflicient and 
Tvell-organi7ed Centril Banking sjstem mIucIi can let as a 
true balancing centre for pnmaij societies The societies 
should attract deposits from members and tbiis promote a 

^ 'llipse figurps Ilf, l iktii fiom the Ai nxtal Jirparl on thr li oWuiir 
of Co operation w V P for 1931-32 pp 2X to 15A m Appendices 
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iabit of thrift The urban societies are modelled on the Lnzzati 
type in Italy and Schulze Dehtsch tyiie m Germany on 
unhmited habihty basis In connection "with loans the primary 
societies should follow the principles given below — 

(1) The maximum borrowing capacity of a society from a 

central bank should be feed on some basis as so 
much fraction of the net assets of the members 

(2) hlo loans should be advanced for wasteful purposes 

and senitiny of the purpose of the loan should be 
made by the Managmg Committee 

(3) In feing the borrowing power of the individual fair 

latitude regaidmg his needs should bo allowed 

(4^ The members should keep mutual watch over one 
another 

(5) The instalments of repayments of loans should be 

feed with due regard to the repaying capacity of 
the borrower 

(6) The principle of “one man, one vote” is generally 

obseived umver sally and there are restiictions on 
the transferabihty of shares 

(7) The society has a prior claim subject to the dues of 

the Government over other creditors of the members 
m the matter of enforcmg outstanding demands 
In Bombay the prior claim is converted into a first 
chaige under tlie Local Act and the same should 
bo done in other provmces 

(8) The societies are under statutory obligation to build 

reserve funds according to Section 33 of the Act 
In share societies profits cannot be distributed 
unless 25 per cent is carried to the reserve fund 
In some societies in the U P the piactice is to lend 
money to members out of the reserve fund, the 
reason bemg that the central banks pay a low 
rate of interest on the reserve fund to societies, 
■fthile the rate charged on loans is much higher 
The central banks should lend to societies at con- 
cession rates sums up to the extent of the reserve 
fimds of the lattei 

The Cektbae Bakks 

The central banks are higher financing agencies to lend 
money to primary societies, and they co-ordinate and guide 
the activities of the societies Their membership consists 
■of primary societies and individuals Their resources consist 
of ov ned capital, i c , share capital and reserve funds, deposits 
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of TnriooB luntlB, sixi'plus funds of primary societies and deposit& 
from mnnicipalitics, iiniTersily and local bodies m many cases 
Ccnti.d banks sliould start a bad debt fund to strengtlien 
tbcir financial position 

Pno\I^cIAX. Bauks 

'ihe pioTincial banks arc still liiglici financing agencies to 
act as balancing centres for llio central banks, to remove the 
ovcesbcs and deficiencies of moncj' m diffeicnt parts of a 
proaanco and to tiansfei money from one place 1o anotlier 
'Dicj derive tliciT funds m tlie same nay as central banks do 
and many of tbem enjoy ensh credits and oacidnfts aiiangc- 
nicnts nath the Imperial Bank and mill other joint stock 
banks and thej also get slioil term and call money fiom the 
latloi T)ic Indian Provincial Co operative Banks' Associa- 
tion CO ordinates their activities and supplies infoimation In 
them about the financial lequiroments of banks The pio- 
vmcial banlvS lend money to central banks, the lattei to the 
societies and the societies to tlio individuals The idea is 
that the moncj slvould be distributed among numerous culti- 
vators Mho need help, “tlimnmg out the stream of the vater 
collected, sending it m nils oici a broad suiface, so that 
uiigation may be perfect and reaching eseiy loot to he 
vaterod 

Tho question of an All India Cooperative Bank nas 
considered and its establishment vas recommended by the 
Jfaclagan Committio, but non there is no necessity of it 
Cooperation is i promncial subject and cacry pi ounce can 
devise legislation in this lespect to suit its special conditions 
Morooiei, the Impeiial Bank can easily grant the lequirerl 
accommodation to the prorancial banks mtb vhom fnnda 
usuallj he idle to a great extent IVlien the Beseno Bank 
IS established, the luccsaitj' of an all-Tiidia Co operatise Bank 
mil be ml Theio is no provincial co opeiatne bank in the 
UP vliere one should bo established as soon as possible 
This vas leeominonded by the Oakden Committee and by 
tho U P Banking Committee also 

Ucrrcis in run EMsaino SyferrM 

It cannot be gainsaid that there aic sevcial defect, s in 
(he vorkmg of the moicment and the Committee on Co opera- 
lion presided ovei In bir Pdnaid Macligan in 1015 made 
an ovhnistno enquiry into the vorking of the credit societies 
and pointed out defects and suggested remedies In manj' 
prOMiiccs their recommendations liaie been carried out, but 
there is still room foi fintliei action As the Boj al Commission 


1 Co opcrnlwn in In'Un^ in Wolf p Itl 
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on Agriculture remarked, “Failures hare frequently been due 
to the neglect of the wise precautions advocated by Sir Edward. 
Maclagan and his colleagues, and we can only recommend 
that everyone connected with the movement should study 
this most valuable Report afiesh and should strive to secure- 
a widei attainment of the standards therein prescribed ” 
(Page 448 of the Report ) 

The pi ogress of the movement has not been imiform m 
all pi evinces and inciease in numbers has not always meant 
impiovement in quality In C P a thoroughly unsound 
system developed with a top-heavy organization Too much 
poAvei was left in the hands of the central banks and very- 
little was done to improve the education of the members in 
CO operative prmciples “The concentration of both authority 
and of fluid leserves at the centre provided opportunities for 
errors which precipitated a severe financial crisis , and it was 
only the assistance provided by the local Government, m the 
form of a laige loan and a guarantee of a substantial cash 
credit, which saved the movement from immediate collapse 

In the United Provinces the Oakden Committee in 1925 
pointed out that the village society was mostly a sham, the 
staff was insufficiently trained and consequently unfit to cany 
on the task entiusted to it and there was little knowledge 
of the pnnciples of co-operation In Madras a Comnuttee 
wms appointed which pointed out certam defects and to under- 
stand the whole position weU, every province should get the 
case investigated by a committee The Royal Comnussion 
on Agiicultuie remarked, “The financial position of the move- 
ment IS generally beyond dispute , it is the wmrkmg of the- 
Bociety that is defective The members of the societies delay 
the repayment of loans even when able to repay , imdeistandmg 
of the principles of co-opeiation and knowledge of the essentials 
of rural creit aie lachang , office holders lefram from talung 
action against defaulters and the spuit of self-help is not as 
pronunent as it should be ” 

The causes of these disquietmg features are 

(1) Lack, of i)aining and of nndcrstandnig of co-opeiaiive 
piinciplci, IS pyominent — Members do not take sufficient 
interest in the woikmg of their society and there is httle 
restiamt over the executive comimttees 

(2) Accumulaiion of oieKlwes — Stringent action is not 
taken against defaulters and recovery of overdue debts by 
legal process is very slow The various provincial banking 
comm’ttces have laid special stiess on tins question and the 
Indian Banlong Committee ‘strongly emphasize the need for 
carelnlly scrutmismg the economic purpose of the loan and 
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the ropayiDK capacity ot the borrower, in dispensing co operative 
loans 

(3) Dcfcrhic Anthi — It is responsible tor bad manage- 
ment and emberriements “Audit, snperMsion and inspec- 
tion of cocielips nhich aie clo&elj albed functions are non 
vested in tno and sometimes tliiee (liffcrcnt agencifs, icsnlting 
in mu(b overlapping of voik and naste of effort and monev 
After a full considei atioii of these points, and of the efficiency of 
auditing system in European coiinliies like Gennanv and Austria, 
ne Tccommend that for the due dischaige of the statntorj 
functions of audit spcti il distnct unions should be formed to 
carry out audit, supervision and inspeclion of the societies ” 

(1) Indashcity, dilaiorincss attd inadequacy of co-operatne 
finance — The loans granted to inenibers arc inadequate and 
great delay occurs m giving them In the tJ P the nhole amount 
is giaon to the horroiser at one tune \%ith the result that it is 
vasted and he has recourse to the monos -lender The 
remedy is the introduction of a normal cicdit sjstem in the 
societies The credit bniit of each member should be fixed 
in advance and the necessary finance should be granted in time 
so that delay niav be avoided bj sanctioning applications 
for loans in advance It is tlic dutr of the supervising and 
inspoetmg authorities to see that these credits are fixed by 
the societies in time and that the banks sanction them in duo 
course This practice is gaming currcncs in Bombay and 
Madras Grantmg cudits on current account and cheque 
trausactions should be introduced wherever possible 

(5) High rales of Interest — Vgricultural credit in India 
IS very coctlj' as the following statement** shows — 


I? Ilf'S cli irjicd to cfiltn ators 
PioMncos ^l^ piiimri societies 

Pci cent 


Ajmer-Merw ara 

Assam 

Bengal 

Bihar A Onssa 

Bombay 

Burma 

CP 

Delhi 

[Madras 

if WPP 

Punjab 

tlnited Provinces 


9 to 12 
1)« to 18J 
7^ to 15» 
12J to 15; 

9 ; to 12i 
13 
12 

93 to lO'r^ 

9| to 12^ 
13 


ftaies pant to 
( I nlrnl Bants 
on loans 
Per c( nt 

6 to 9 
11 

9 ; to 12^ 
301 to 121 
f.' to 8 
10 

9 to 10 
8 to 9 
71 to 8 
8 " 

8 to 9 
12 


Central Sanktng Committee’s lienort, n lo3 
8 Ibid , p 1251 
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To a certain extent lugli rates ot interest are inevitable 
because of tbo intervention of two oi three intermediate 
agencies which are now found indispensable in every province 
T)ie following suggestions can be made to reduce the rates 
of interest — 

{a) Punctual repayment of loans by the members of the 
society and effective reduction of overdues 

(Z>) Central banks should borrow money at cheaper rates 
for short periods to utdize uiban slack money 

(c) There should be a reduction m the working expenses 

of central banks wheie they aie unduly high at 
present 

(d) More mtimate relations should be estabhshed betweeu 

the provincial banks and the central banks so that 
the latter may follow the load of the former m the 
matter of the legulation of their deposits 

(e) Eural societies should directly tap savings wherever 

possible 

In the U P additional defects are 

(1) Accounts not accurately kept 

(2) The inclusion of zemmdars and money-lenders m the 

societies is disturbing tlie feehng of equahty of 
status 

(3) Absence of a provincial co-operative bank 

Special steps should bo taken for providing adequate 
and efficient training and for this purpose trained secretaries 
for societies sliould be obtained School masters and retired 
Government officials residmg m villages can be of immense 
service in this direction With a view to avoid the evils of 
bad management m tiho societies, the members of their puiicka- 
yais should be held personally hable foi loans granted in 
excess of the bunts prescribed by the by-laws of the society 
Nepotism should be avoided and better inspection and better 
supervision will go a long way in this direction 

The Agricultural Commission wrote, “But we cannot regard 
as satisfactory the present arrangement under which the 
Begistrar of Co-operative Rocieties in the Gential Provinces 
is also Diiector of Industries and Registrar of Joint-Stock 
Oompames ” (Page 445 of the Report ) It is a pity that 
the Government of the United Provinces should have gone 
rmder the pretext of economy contrary to the wise -svarning 
uttered by the Commission of experts in combining the posts 
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of the Hegistrar of Co operative Societies and the Director 
of Industries into one 

Public funds should he spent m helping institutions nhose 
object IS to spread education in the application of co-operative 
principles to vanons objects Government aid is usually 
given for propaganda ■worlc and talang into view the ilhteracy 
of the people and the conseqnent difficultv m reaching them 
h5 paper or pamphlet the Government should have a special 
interest in pioraoting organizations on a co operative basis 
to faciht ite the activities of the vanous government depart- 
ment'^ 

Other phases of the movement besides crerlit have not 
adequately dtv eloped in India and it is necessary that attempts 
should be made tliereat Village ■wclfaTe and reconstruction 
societies should he staited vnthoiit which village prosperity 
cannot develop In the IJ P village welfare work is a recent 
development of the activities of the societies According 
to the last annual report there are now 391 societies with a 
menihership of 10,000 doing village welfare work There 
arc societies for better hvmg, promoting thrift, adult educa- 
tion, better larming, fonsohdation of holdings, etc Attention 
should be paid to tins aspect of the co-operative movement 

The foUownng tables’ show — 
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1 027 IS SOS 

1 CSC ISOSC 


loans made to 
numlicrs 

■,r>S,21 078 
7,50,13 172 
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10 0 02 79 221 

1920 31 5 Of) 03 272 


1 lUn' c 
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7 05 11 SOI 
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Individuals 


23 09 ST.-lOO 
19 33 ‘>8,012 


8,02,00,508 
8 97 01,300 


Po'5I'^o^ OF Cr'TrAB Bamcs 

vear ofMrmKm I^an. m-dc RMAin. 

Banis Inlii idual So-ielies Men Ix'rs Pepo ils Capital 

P Ps Ps 

1929 -no sss so 050 10 001 n,s9 >;} 027 lO n >s ro 30 00 12 S 74 

1030-11 507 01 100 1 01 390 12 09 0 10013172 02 811 30,07 10,319 


’ Tlicse four Inldes liavc been nmpiled from the SlaltHiral 
Stalrmfiit'! rclnhny to Co opcrainc Socutifs^or the year 1930-31 
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Position or AGRicuiiTiiRAi, Societies or all Kinds 


Yeai 

No 

No of 
Members 

Loam 

granted 

Loans and 
Deposits 
received 

Working 

Capital 




Rs 

Rs 

Rs 

1929-10 

91,786 

31,17,627 

1 >,07,17,677 

24,80,06,312 

34,93,12,049 

19o0-ll 

93,512 

'1,62,159 

8,70,53,889 

25,03,00,248 

35 93,53,100 


Position 

OF KON-AGRICULTURiVL SOOLETIES 


1939-30 

10,255 

19 59 048 

11,14,92,996 

9,63,16,527 

15,00,44,104 

1930-31 

10 538 

11,41,592 

11,85 05,097 

10,54 21 222 

16,32,99,584 


EeLATIOKS ^MTH THE I’MTEHIAL BANK OE INDIA AND 
OTHER JOINT-SlOCK B VNKS 

The varioiis piovincial banks and central banlts have 
cash Cl edit and overdiaft airangements iinth the Impenal 
Bank of India The folloiving table shons the total amount of 
advances to co-opeiative banks by the Impenal Bank of India 
as on the 31st Decembei, 3 — 


Piovmce 

Total Loans obtained 
Bs 

Bengal 

35,44,525 

Bombay 

12 31,750 

Bihar A Orissa 

8 85,000 

Burma 

30,72,410 

Centril Provinces 

8,00,000 

Delhi 

7,89,612 

Madras 

75,87 900 

Punjab 

87,08,043 

United Provinces 

20,600 


Laterly the Impenal Bank of India is repoited to have 
changed its policy m respect of granting financial assistance 
to provincial and central co-opeiative banks and it is less 
ready to help them now than in the past It can continue 
giving accommodation against societies’ pio-notes so long as 
this accommodation is required foi shoit-term agricultural 
purposes If this accommodation is reqiured for the purpose 
of fluid resources the Imperial Bank msists that Government 
promissory notes should take the place of the societies’ pro- 
notes Tire idea is that co-opeiative banlcs may build up 
fluid resources ivithm the movement itself and may not depend 
on the Imperial Bank in a time of crisis There are two 
objections to the present system Firstlj’-, the value of the 
secmity depends upon the sound woilang of the co-operative 


1-° Takc.n from Indian BankiJig Gomimttce’s Report, p 143, 
para 1 80 
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societies, -whioli are not doing well and secondly, the pro notes 
of the societies are not a first class secuxity, because the ulti- 
mate hackmg to them ivill be the sales by the Impenal Bank 
of the land of cnltiyators wbieh will not always be a practical 
proposition The co operators contest this view and point 
out that the paper of only good societies is given to the Bank 
and furthei the security has the backing of the unlimited 
liabihty of the members and that the final recourse to sales 
of land to hqmdate the paper is not likely to arise Thev 
further urge that maintenance of fimd resources means cost 
which means a reduction m their profit and consequential 
high rates of interest to agriculturists The Bank enjoys 
the benefit of the large free balances of the Government and 
it has a moral obligation to help the co operative movement 
In this connection the Intban Cential Banking Committee 
remark, “We desire again to emphasize the importance of 
these facihties to the co-operative movement We feel that 
the change of pohcy to which we have referred is unfortunate, 
specially at a time when the co operative movement is grow- 
ing in vitabty and is extending the scope of its nsefnlness to- 
wards the social and economic nphft of the rural population 
and when its financial needs are therefore, likely to increase 
rapidly ” (Paragraph ISl ) 

Another complaint against the Imperial Bank by the 
CO onerative societies is tliat free i omittance facilities are not 
always gi anted by the former to the latter and the co-operative 
banks has e to certify that the transfer of funds is for co-opera- 
tive purposes This action is defended on the ground that 
the societies being exempt from income-tax, it is irregular 
for them to compete watli commercial hanks in ordmary bank- 
ing busmess when the latter have no such advantages In 
tins connection the foreign banking experts remark, “The 
CO operative mo\ ement in spite of imperfections and of un- 
aioidable setbacks deserves cverv possible assistance from 
all quarters, because there i-* no better instrument for raising 
the level of the agncultnnst of this country than the co opera- 
tive effort, and a strong appeal to the banlung interests of the 
counti-j to assist the movement seems not at all out of place 
The Imperial Bank particularly ought to continue and to 
increase its endeavours to supplement the present orgamza- 
tion of comncT'ative credit with expert advice m a business 
apmt and "with finaircial assistance It may be a source of 
pn^dble business for the Imperial Bank*”^'^ The Indian 
'Banking Committee remark, “We consider that free remittance 
of funds for co operative purposes is of the utmost importance 


Memorandum oj He I oreujn Sanking Experts, p 028 of the 
Indian Banking Committee, para 2 
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to the co-operative movement and that no attempt should 
be made to curtail the privileges under the rules of the Govern- 
ment of India in this matter ” (Page 145 of the Eeport 1 

The co-operative banks do not compete to a very great 
extent with the joint-stock banks because their respective 
spheres of activity are fai apart “There is, however, a feel- 
ing that in the matter of deposits the co-operative banks -with 
the help of Government assistance and prestige are competing 
unfairly But figures furnished by vaiious Piovmcial Bank- 
ing Committees tend to show tliat the allegation of unfair 
competition is not well founded IMoreovoi, at piesent, 
the amount of deposits which the central banks accept are 
hmited and the lates of interest offered for them are not 
likely to be higher than the lending rate of the provincial 
banlcs which is mostly 6 per cent for no pm pose svill be served 
by attracting dearer local money when cheaper money can be 
had from tlie provincial banks Generally speaking, it is. 
therefoie, doubtful if there could be any seiious competition 
between them and the jomt-stock banks ” (Paragraph 185 ) 

Co-opeiativo societies seiiously compete noth the 
indigenous bankeis and money-lenders, but this has nob 
embittered then i elation as many indigenous bankers are 
diiectors of co-operative banks and the bigger banlters keep 
money on fixed deposit with co-operative banks 

Some Demvnds of Co-operative Banks 

(1) The co-operative banlcs want that the Imperial Bank 
should piovide finance at cheaper rates and foi longer periods 
than at present 

(2) They want cash credits for agricultural operations 
to be granted by the Imiierial Bank 

(31 Wheie the Imperial Bank has no branches, approved 
central banks should be recogmzed as agencies for the manage- 
ment of Goveinment sub-treasuries 

(4) Inland exchange business should be recogmzed as 
a legitimate jiart of the business of the co-operative banks 

(5) Cheap capital should be provided for the construction 
of godowns in rural areas to facihtate the marketmg of agri- 
cultural produce 

(6) Co-operative societies should be exempted from mcome- 
tax on their earnings from investments in pubhc securities or 
land mortgage debentures 

These demands seem to be reasonable, but under the 
present state of their working the societies cannot undertake 
the task of managing the sub-treasunes of the Government 
and they should direct their energies to strengthen their 
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■position regarding tlic objects that at present fall within their 
province With regard to the last point the Indian Banking 
Committee recommend that co-operatiie societies should be 
-exempted from mcome-tax and super tax on tlieir earnings 
from investments in public securities or land mortgage banks 
to the extent that such earmngs are neccssarv for tJie purpose 
•of their flmd resources and for the ms estmcnt of their reseri e 
funds 

Capital leserie, deposits and loan? received, loans ouf- 
■standing and cash balances of princival Indian co oocratac 
haul s foi laiions ijeais^- 

B,vxks vtith Capital vad Eescrve or Es 5 L vichs oe otxe 
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Diis and the folloi mg table liaie been t iteu fixim the SlaUsticat 
JSiatemcnis relahno io Banfe in India for 1930, p 7 
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Land Mortgage Banks 

Co-OPEBATivE credit societies can supply only short-term 
■credit to agriculturists for financing current agricultural opera- 
-bions They cannot afford to lock up their shoit-term deposits 
an long-term finance Cultivatois lequire money for redeeming 
"then mortgaged lands and houses and also for introducing 
yiermanent improvements in land and foi clearing off their 
yiast debts These operations requue large amounts of money 
uvhich can be repaid by the boriouers in long periods Co- 
opeiative societies are unable to finance these long-term needs 
of the cultivators Hence arises the need for special types of 
unstitutions called the Land Mortgage Banks 

These special institutions differ widely in their operations 
irom country to country In Prussia and the USA the general 
ioim of these institutions is of a co-operative type The Prus- 
sian Farm iMortgage Mutual Credit Associations aie associa- 
tions of borrowers having no capital They do not aim at 
■profit and keep interest rates at low levels Oiedit is cioated 
by the issue of land moitgage bonds The Federal Farm Loan 
Hanks of the United States of America are also of this type 
The other type is the commercial type found on the continent of 
Europe These banks pay dividends and are of an ordinary 
joint-stoek type The state exercises some control over them 
■wnth a view to safeguard the interests of the borrowers 
The Agricultural Bank of Egypt and the French Model of 
Credit Fonuer Do France repicsent this type In between 
them, there are mstitutions which may be called of a quasi-co- 
•operative character, because they combine co-operative and 
commercial ideals in varying proportions Their members are 
borrowers as well as non-boriowers Each member has one 
voteiriespective of the number of shares held and the dividend 
on share capital is fixed at a low amount The Hungarian 
Land Moitgage Institute for large land-owners and the National 
Small Holdings Land Mortgage Institutes for small land-owneis 
nre examples of this type 

Position in India 

There are some land mortgage banks working undei the Co- 
operative Societies Acts in the Punjab, IMadras, Bombay, Assam 
and Bengal The provinces of Bihar and Orissa, Burma, C P , 
Berar, the U P , and the Central Areas have no such banks 
Strictly speaking, these banks in India are of a quasi-co opeia- 
-tive type They are limited liabihty associations of borrowers 
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mtli a fevr non-borro-wers as memliers and the object of admit- 
ting the latter to membersbip has been to attract capital, 
basmcss talent and orgamzmg ability so very necessary for 
efficient management The number of shares owned by members 
IS braited and generally a shareholder has one rote irrespective 
of the number of shares held by him Dividends are restncted 
to a low amount and the object is to eliminate non borrowers 
gradually The work of a mortgage bank ‘is xecogmzed on all 
hands to be extremely impersonal and as devoid of human 
element as possible’ and the hiiman and personal elements of the 
Baiffeisen type cannot be inculcated into them with success In 
the nnhmited liabdity society, mutual knowledge of and control 
over one another are insisted upon to a great extent bnt in % 
land mortgage credit societv, emphasis is laid upon the capacity 
and busmess habits of directors to ensure success 

In the Punjab there are about 12 land mortgage hanks, 
the first having been started m 1920 Loans are made for the 
redemption of land for the liquidation of unsecured debts 
and for improving land and up to 1930 about Es 2 laklis were 
advanced on these various objects Overdues are frequent 
and directors are reported to be too indulgent in the matter of 
loans to themselves and to their relatives vath the result that 
laxity and frauds are prevalent In lladras tvo hanks were 
registered in 1925 and by 1927 there were ten banks each operat- 
ing over a distance of five mile radius with a view to facilitate 
laud valuation They raised money by debentures and the 
Government agreed to purchase at PG per cent interest deben- 
tures subject to a hmit of Rs 50 lakhs for any one bank and 
Es 2^ lakhs for the vhole provmce provided an equal amount 
was obtained by selhng them to the pnhhc They limited the 
loans to individuals at Rs 2,000 A Central Land Mortgage 
Bank has also been started to finance local mortgage banks 
The Provincial Co-operative Bank purchased its debentures 
to the extent of Es 1 lakh and the Government lent Rs 15 000 
without interest for a few years and guaranteed 6 per cent 
interest on debentures, up to a maximum of Es 50 lakhs, 
floated m the first five years In Bombay Bengal and As'am 
also the mam characteristics are the same The nenod of 
loans m Bengal vanes from 1 to 20 years, in Bombay from 10 
to 30 \cais and in Assam up to 20 years The Bornbay Gov- 
ernment have agreed to pni chase the debentures of the" banks 
to the extent of Es 5 lakhs 

EECOiDIEMlATIOXS OF PROVIXCIAT. Ba>KIX(1 COMMITTEES 

The Assam Committee suggest that loans should be con- 
fined for the present to the purpose of th repayment of old 
debts and they do not recommend the issue of debentures m the 
imtial stages but rely on deposits in the matter of raising 
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•the necessary finance The Bengal Committee have suggest- 
•ccl that CO operative central hanks should open land mortgage 
departments They have recommended that the period of loans 
should extend from 5 to 20 years and the amount advanced 
to members should not exceed 50 per cent of the value of the 
•moi tgaged property The issue of debentures has been recom- 
mended, and iti has al^o been suggested that the Government 
•should guaianteo inteiest on them and that debentures should 
be included in the list of trustee securities The Bombay Com- 
mittee have stressed the need of the establishment of a cential 
land mortgage bank whose membership should be open to the 
Indian joint-sfock banks, the Imperial Bank of India, the co- 
opeiativo banks and land holding classes The issue of deben- 
tures SMth Government guarantee -with regard to intoiest and 
principal has been recommended and it has been suggested 
ihat the central land inoitgage bank should absorb the evist- 
_ing long-term taqavi operations of Government Debentures 
should lank as trustee securities m case of Government guar- 
antee The IMadras Committee are of opinion that the central 
laud mortgage bank should not ordinarily receive shoit term 
deposits and that the debentures should be trustee securities 
The new piimary banks at the outset aie to be limited to more 
•feitile areas The central land mortgage banks should work 
in collaboration wath the ruial credit societies The Punjab 
Committee recommend the reduction of the existing limits 
to Bs 5,000 and they suggest that loans to directors should 
be rostneted The pciiod of Joans m the beginning should 
not exceed 10 years although later on it miglit be increased 
to 15 vears Debentures of co-opeiative land mortgage banks 
have been iccoramcndcd to be included in the hst of trustee 
secuiitios 

A nisiouiCAn Retkospect 

The constitution of land mortgage banks in India has 
been under disi iission for a long time, and it is unnecessary to 
refer to the disciisbion that took place piior to the Rcgistrais’ 
Conference in 1920 The Conference lecomraended the establish- 
ment of banks on co-operative principles and that the trins- 
actions undertaken were to be economical to the borrowers 
Loans were leeommended to be given for the redempt on of 
the land and houses of the agriculturists, for improving land 
and methods of cultivation, for the construction of houses, for 
the bquidation of old debts and, m special cases, for the pur- 
chase of laud i>-Tfie area of operations was recommended to 
be' the smallest umt consistent with good management It 
was also suggested that debentures should be issued by a cential 
financing agency m each province rather than by mortgage 
banks 
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The Koyal Commission on Agriculture also considered the 
question and generally endorsed the resolution of the Regis- 
trars’ Conference of 192G It was pointed out that the guar- 
antee of mterest on debentures uas the most suitable form of 
state help to these banks and, therefoie, GoTerrunent help in 
the form of subscription to debentures was ruled out Deben- 
tures bearmg the Government guarantee of mterest were 
recommended to be added to the list of trustee securities The 
issue of debentures was recommended to be controlled by a 
central organization It was also suggested that for some 
years to come an official member should be associated wath the 
board of management of each bank 

The Registrars’ Conference of 1928 discussed these pro- 
posals and their conclusions do not materially differ from those 
of the Registrars’ Conference of 1926 and of the Agricultural 
Commission The only difference was that while lecogmzmg 
that the guaiantee of interest on debentures of the mortgage 
banks by the Government was the most smtable form of help, 
the Conference nonetheless recommended that in the early 
stages, the Government should subsciibe to the debentures 
of the land mortgage banlcs and should also give assistance in 
the form of loans to them 

-EEC01^tE^DATI0NS OF THT I^D1A^ BAI^KI^G COMMIXEr 

The Indian Banlung Committee have recommended the 
estabhshment of the co-operative tjpo of land mortgage banks 
to meet the long-term needs of the small holders and the com- 
mercial type to meet the needs of the big landholders in India 
As regards co operative central banks, they have laid down 
that no money should be advanced to the borrower which is 
not economically profitable to him Keeping tins piinciple 
in view, loans should be granted for the redemption of the land 
and houses of agriculturists, for the hqmdation of old debts, 
for the improvement of land and methods of cultivation and 
the bmlding of their houses, and for the purchase of land in 
special cases 

The amount and the period of the loans should be fixed 
with reference to the lepaying capacity of the boriower and 
it should also depend upon the purpose for which money is 
advanced The period of loans is recommended to vary from 
6 to 20 years m the beginning which, if necessary, can later 
on be mcreased to 30 years The maximum to be lent to an 
individual should not exceed Es 5,000 and the amount of the 
loan should not be more than 50 per cent of the value of the 
mortgaged land Repayment has been recommended to be 
accordmg to a system of equated payments on which basis the 
loan would be amortised at the end of a certam period of tune 
“We are, therefore, of the opimon that if local conditions 
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xeqmrc, a syst.em of graduated paymontb may be adopted so 
as to provide for lepayment by larger instalments commencing 
after the mvostraent of the loan on the land has resulted in 
increased piofil In anr case sve consider that it is useful to 
provide alternatue methods of lepayment in the by-laivs of 
the bank uith full pouei to the management to enfoicc that 
method of lepayment uhieh it consideis suitable ” (Paragiaph 
220 Central Banling Commitlec Ittpojt) 

, Capital sliouhl be nised in thiee nays, i c , through shares, 
debentures and deposits hshaies mav be initially sold to pios- 
pectivo borrowers i.hich mil proiule secunt 3 ' for debentmes 
The second method is to dediut a eeitam percentage of loan, 
saj* o per cent at the lime of advancing the loans This 
method inesails in Ameiica and in the Indian provinces in 
Madras onh Debentures ‘-hould not cvcced five times the 
shaie cipitnl Goiernmeut guarantee foi the lepaimient of 
the piincipal is not reeomnicndf d and the guaiantee of interest 
foi the vholc period of their eunenev is legarded as the best 
one They have been recommended to be included in the hst 
of trustee secuiities if the Goseinment guarantees interest on 
them In ease of necessiti, the Goreinment may also pin chase 
debentures of the bauk Foi pioaiding initial resouices the 
Goveinment should advance loans fiie of inteiest in case of 
necessity to be lepeid out of the pioeeeds of tlie debentuie 
issue The debentures should be issued b 3 a piovincial land 
mortgage coipoiation and the actual sale of debentures can 
also bo made b\" primarv land mortgage banks The piovmcial 
land raoitgage coipoiation should be sepaiate fiom the pio 
vincial co-opeiative banks 

SontviiY PoarnRs oi Ekcoveuv 

Loans can be made to members on the recommendations 
of primary credit co opciatne societies, but the ultimate 
responsibibty for ascei taming the financial position of the 
applicant should rest mth the management of the moitgage 
banlvS To encourage the habit of tliiift loug-term deposits 
for not loss than five jmars should be accepted A provident 
fund scheme is also lecommended according to -which the 
borrouei can contiibiite annually a fixed sum to the fund on 
the basis of his oidinaiy surplus in a uoimal year The banks 
may also issue savings ceitificates payable aftei 3, 10 oi 15 
years 

The banks should have summary poweis of recoveiy by 
foreclosure and sale without the expensive intervention of 
civil courts There imU be one disadvantage of vestmg sum- 
maiy powers in the banks whose management might become 
lav in sciutimzmg the security offeiedfor loans and theie may 
be carelessness m fivmg the amount of the loan “ At the same 
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time ire recognize that the right of the aggncvtfl party to 
question m the civil eoarts the action of ttic bank should be 
iully safeguarded We, theiefore, definitely recom- 

mend that the poutr of foreclosure and sale by the land mort- 
hanks without recourse to cu il courts should be given to 
the laud mortgage banks subject to the abo\e sifcgiiards ” 
(Paragraph 225 Central Banking ComniiiUe Rcpoil ) Greater 
protection should be given to land mortgage banks against 
avoidanre of mortgage by the unsecured creditors of the 
insolvent 

LAaD Atii a vtioa 

The operation of the Land Alienation Acts in aarious 
proTinees m Intba makes it impossible for the lender to secure 
the free sale of land in case of default of the mortgager Land 
mortgage banks can lend monej for long terms on sound and 
freelj saleable property Land should be freely transferable 
mthout legal or custornarv hindrances These Vets proient 
the free transfer of laud to non auricuUunst clashes They 
prevail in the Punjab certain paits of the C P in Biindel- 
khand, m the U P and in the ccntnlly administered areas 
The Central Areas Committee say that the Act has adrersclv 
affected the credit of the agricullnnst, though borrowing for 
wasteful puiposcs Las been prerented The agriculturist lender 
as repkieiug the non-agriculturist lender and the borrower 
reqiures protection aaaiiist the latter The Ccntnl Prormccs 
Committee think that the credit of tlie borrowers has f illcnas 
a resnlt of the Act and that from amongst the Goiids to 
avhom the Act appbes a monev lending class has grown up 
The Vet perpetuates the backwaidness of the Gonds The 
Punjab Committee lay down that Ihe non agricultuii't rural 
monej lender is being replaced by the igricnltiinst money- 
lender who IS a big landloid also Tbe latter is tahiag 
advantage of the Act at the expense of the peasantry Ihe 
G P Committee arc of the same opinion and according to 
them the benefit of the Act is at best questionable flora the 
point of view of the borrower whoso credit has shrunk 

Steps should therefore, be taken to remo\c all restric- 
tions, legal or otherwase on the free tiansfer of land A special 
provision is necessary for protecting land mortgage banks 
wbere Land Abenation Acts are now m force Bifore the 
bank can advance loans it must be sure of free transfer of 
the property of the mortgager in case of the latter s default 
Further, “ if there are restrictions on the alienability of the 
land for the recovery of dues in the case of one class of mem- 
bers, while the land of the other class of members can be freely 
sold for such recovery the essential feature of co-operation, 
-namely, eqnahty of the status of members wall be sacnficed 
In new of these difficulties we recommend that an alteration 
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slioxUd lie made* m the Land Alienation Acts ivhich 
ivonld give to the co*oi)orative land mortgage banks the light 
to take possession of land through foreclosure on default of the 
payment of the instalment of the loan and to sell it ” 

COAIMPRCIVL LAMI MOUTCtAGT: BANKS 

The most outstanding CAample of a commercial land mort- 
gage bank is tlie Ciedit Foncier De Fiance It enjoys certain 
pimleges and is supervised by tlie Govoinment It advances 
loans up to 40,000 fiaiics iepa-\able in 2') 3 ’-ears at loiv rates of 
inteiest It acts also as an apex bank for regional moitgage 
banks In Japan the ITjpothec Bank (founded m 1805) has 
specialised in long term loans lepavable in 50 yeais In Eng- 
land, the English Moitgage Credit (Joipoiation was set up under 
the Agnciiltuial Oiedit Act of 1028 The JLnistry of Agn- 
ciiltuio and Fisheries can advance loans up to £750,000 free 
of interest for 60 years for establishing a guarantee tund 
The Mimstei can eontiibute £10,000 towaids the cost of the 
admmistiation of the Oorpoiation and the Treasuiy can procure 
the uudei vrihng of the debentmesup to a sum not exceeding 
£ 5 000,000 and can itself pin chase one-fourth of the issue 
subject to a maximum himt The debentuie stock is the 
trustee security The Agiicultnial Bank of Egypt vhich was 
established m 1902 adsances loans to small farmcis up to £ 200 
without mortgage security and up to £ 1,000 foi 20 yeais against 
a first mortgage The Government giiaiauteed interest at 3^ 
per cent on £ 4J- million of bonds issued by the bank 

In India theie is a commercial agnciiltuial bank in Burma 
knovTi as the Dan son’s Bank vhich operates m the Tnawadi 
delta The Burma Committee and the Bihai and Oiissa Com- 
nuttee have recommended the establishment of joint-stock 
land moitgage banks for big land-ovneis The latter com- 
mittee say that the bank should be established under Govern- 
ment control and that the Goxernment should supply initial 
capital They have recommended the association of laud 
revenue admimstration officials with the management of the 
bank The control of the Government is to be reduced to a 
minimum when borrowers gradually begin to purchase the 
shares of the bank 

In this connection the Indian Banking Committee ivTite 
‘‘ We recommend the development of well-orgamred joint-stock 
land mortgage banks in this country for the benefit of the 
numerous classes of land-owners who cannot be adequately 
served by the co-operative credit organizations We also 
commend for the consideration of local Governments whether 

they should not take the imtiative for the establishment 
of such banks and assist in ensming the success of then oper- 
ations, providing foi this purpose a portion of the imtial capital 
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Sucli action would be on tbe lines of tliat recently taken m 
England If, in any province, the provincial Government 
undertakes to guarantee the interest on the debentures issued 
by the bank, such debentures shonld be included m the trustee 
securities We should hke to lay down the principle 
that the loans should provide for a safe margin and the period 
and instalments of repayment should be fixed with 
reference to the repaying capaeitv of the borrower as judged 
from, among other tlungs, the net income from the mortgaged 
land ” (Paragraph 235, Indian Banking Oommiitee Renoil ) The 
need for such institutions is specially felt in the permanently 
settled provinces where land-oiraers obtam credit at oneious 
terms 

MOXET-II.M)i.n’S CO-OPEPAa'IO^ XECtSa iUY 

Whatevei the scheme of land mortgage banks may be, 
the rural money-lender slionld be roped into it if progress 
consistent mth the requirements of cultivators is to be 
made There is an important ciitiusm to uhich the scheme of 
the Central Banking Comnuttee is open and that is that it 
does not make piovisiou for enlisting the services of rural money- 
lenders on a large scale Any scheme winch is rival to the 
monev-londer has bttle chance of success lie should be made 
a part aud parcel of tlie land moitgage banks so that his local 
experience and funds mav be freely available for the benefit 
of the banks and the rural ela-ises He should be made to 
deposit, aohmtanly and vilbnglv, Ins funds with the land 
mortgage banks at terms wbieli are atti active to him He 
should not be sought to be eliminated, but should be given a 
status in rural society so tiiat he may be able to render 
services for the benefit of rural India 

Ifr Jlanu Subedar in his MinonUj Report has expounded 
a scheme according to which the Reserve Bank should open 
land mortgage departments ■•vluch should grant loans to borrow- 
ers through guarantors The big Hahajans who make certain 
deposits with the land mortgage departments are to give a guar- 
antee regarding the safe rejiaymcnt of tue loans by the borrow- 
ers A Government valuer is to value the land mortgaged 
bj the mortg'’ger and this transaction and value are to be 
appioved by the guaiantor ‘ The idea is that the hank lends 
out against the securitv of land This security is valued by 
a Government valuer and the value is cheeked or approved of 
by the guarantor The document would he between 
the bank and the borrower and would remam m the posses- 
sion of the bank The arrangement between the bank 
aud the party would have to be apiiroved by the 
guarantor The guarantor would guarantee to the bank 
the repayment of the debt Whether he should be responsible 
lor prompt and immediate pavment of instalments not paid 
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hj the borroAver, or -whether there should be elasticity 
about this, IS a matter of detail lie (the gunrantoi) is 
responsible for the final recoveiies iwhich are covered by a solid 
security, but it is essential that his assistance should be 
airailable for effecting recoveiies” {Mmotify Repot t, pages 
68, 69 ) 

DisAKimsG Mahi/ijv’s Opposition- 

A peitment question is Wly should Ihe guarantor 
undertake this iisk ^ lie -will lose a source of his income and, 
therefore, lie ivill throw his wdiole weight against the scheme 
If anything could be done bv which he could make a sme in- 
come on Ills money with consideiably i educed risks and intli 
an advancement in his status, it would attract him to join 
the scheme He is, therefoie, to make a deposit wuth tlie bank 
wluch camiot be withdrawn until the loan is lepaid Ho will 
get a reasonable rate of inteiest on this loan He will then 
become the guarantor and lecommend loans from the land 
mortgage debenture funds m some multiple of his deposit winch 
may be fixed m the proportion of 1 5 to start w ith and later 
on it can be increased On such loans the guarantor would 
also get some commission, say IV pei cent Ruppose the bank 
^ets deposits at 6 per cent and 1 pei cent are the expenses 
to the bank , pei cent wdl go to the guarantoi, mabng it 
8^ per cent m ail If he can lecommend loans m the latio of 
l' .> in lelation to his deposits, he will get 6 plus 7V or 13V pei 
cent in all ” The iisks. the expenses and the w'oiry to the 
Mahajan in respect of these loans at least are considerably 
1 educed and his energies aie released foi other activities ” The 
advantage to the bank is that it gets tlic benefit of local know - 
ledge and the selection of the boriower isleft into the hands of 
u local sliiewd party This will disarm the opposition of the 
Mahajan and will ensure popiilaiity for the scheme through the 
co-opeiation of all parties “ It would do genuine good to the 
borrower by enabling him to economise over interest charges 
Economically theic is every thing to lecommend m this pro- 
gramme But from the psychological point of -new , it w ill mean 
the first attempt to bung the Mahajan in a dehmte link with 
the central money market It will mean iccogmung his position 
in the district and strengthening his position so that he still 
remains the respected man amongst his fellow s instead of being 
dislodged Eoi the cultivator, it moans the hopefulness and 
jirospect of removmg tlie overload of debts rclatmg to long 
qieriods If it is the pobey of the banks that foieclosnres ha\ e 
to be avoided and the borrower’s position should not be allowed 
to get worse, the Mahajan can helji in this matter as lie 
■can also exert much moral pressure agamst the cultivator gettmg 
into SOI ions debt outside It will clear the atmosphere and 
It wiU put to the credit of the state a genuine measure for the 
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Tvelfare of those agriculturists, -uho aie outside the field of the 
CO operative movement for any reason ’ 

The above scheme of entrusting the fimctions of land- 
mortgage banks to the Eeserve Bank does not seem to be quite 
sound because the Bank’s high officials vould have many other 
things to do and vail not be able to devote time to all and sundry" 
matters Moreover the co operative and commercial land 
mortgage banlang should be kept separate as there are advan- 
tages m doing so But ivhatever the actual details of the 
scheme may be, the co operation of the village Mahajan seems 
to be highly indispensable and anj scheme which leaves him 
out must meet his bitterest opposition and consequently its 
success may be jeopardised 



CHAPTER VIII 
Industrial Finance 

THrur IS a genoial feeling in India that our industrial 
lirogross during the last fifty years is very meagre as compared 
ivitli India’s vast lesources and the needs of her population 
In lfi2S-29 the total value of the imported articles, mainly 
manufactured, came to Rs 180 eiorcs out of a total of Es 253 
cioies of impoits , -whereas the total value of mainly or wholly 
manufaetiiied articles e^rported from India amounted to about 
90 crores out of the total exports of Rs 330 ciores The value 
of raw'Tnaterials exported amounted to Rs’ 170 crores and the 
value of ra-iv materials mipoited amounted to Rs 23 crores 
only In nerv of these figures it must be said that tGS Indus- 
trial Commission truly depicted the position wlien it remarked, 

“ India iiroduces nearly all the raw materials necessary for the 
requirements of a modern community , but is unable to manu- 
facture many of the articles and materials essential alike in 
times of peace and war ” The Famine Commission of 1880 
obseived, ‘ At the root of much of the poverty of the people 
of India and the iisks to ivliich they are exposed m seasons of 
scarcity lies the unfortunate ciiciirastance that agiieulture 
forms almost the sole occupation of the mass of the population ” 

The policy of the Government of India up to the outbreak 
of the wai was one of lanse:: f ne and the first attempt at a 
general xiolicv of industrial development was in the form of 
a very impeifeet provision of technical and industrial educa- 
tion, and the collection and dissemination of corameicial and 
industiul information ” ‘ Tins policy of non-mtei vention 

of government and their attitude towards the industiial deve- 
lopment of the countiy combined with instances of anomalies 
in the fiscal, railways and stores purchase policies till 
uecently followed in the comitry has exposed the government 
to the charge of open hostility tow^aids the interests of Indian 
industries prompted by the over-riding considerations of 
advancing British interests 

The Industnal Commission of 1916-18 made ceilain pro- 
posals whicir depended upon the acceptance of two principles 
3'’irstly, the Government must play an active part m the mdus- ' 
trial development of the country, and secondly, the Government 
<5ould do so only when it was equipped with adequate admims- 
tiative machmery and got leliable scientihc and techmeal 
ac{^ce — According to the recommendations of the Commission, 


^ Indian Hanking Comitmiee’s liipori, pcua aiS 
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the Government help -was to include provision of research^ 
mdustrial and techmcal education, commeicial and industrial 
intelhgence tcchmcal and financial help and the purchase 
of stores The Montagu-Chehnsford Eeport of 1017 also 
emphasized that the Government must admit and shoulder its 
responsihihty for furthering the industrial development of 
the country In 1921 the Indian Fiscal Commission recom- 
mended a pohcy of ‘discriminatory protection ’ and the creation 
of a Tariff Board As a result of the action taken on the 
recommendations of the Tariff Boaid, the industries ivhich have 
benefited most are cotton textiles, iron and steel and match 
There is, however, stdl a considerable amount of feeling among- 
the intelligentsia of India that the State, and partieiilarly the 
Central Government, is not taking as much interest as it ought 
to m the development of India’s industries - This is evidenc- 
ed by the belated effect given to the recommendations of the 
Tariff Board in many cases and by the fact that there has beeru 
no revision of the Kailway Bates so far on the fines of the 
Eeport of the Industrial Commission The latter had also 
recommended the appomtment of an expeit committee at the 
earliest possible date to examine the possibihties of the establish- 
ment of industrial banks m India and this committee -nas 
appointed 10 years aftei the recommendation made by the 
Industrial Commission 

In marked contrast to the attitude of the State m India 
the Goiernments in foreign countries have helped industries 
to a great extent The followmg statement of Prof Taussig 
for American industries is noteworthy ‘ Eich natural 
resomces, business skiU improvements in transportation, wide- 
spread traimng m aiipfied science, abundant and manageable 
labour supply — ^these, perhaps suffice to account for the 
phenomena But v ould these forces have turned in this direc- 
tion so strongly and uneioingly but for the shelter from foieigu 
competition ’ ’ 

In Japan there has been very rapid mdustriafization smce 
1S6& as a result of the active policy of the State The con- 
tribution of manufactured goods of the Jaiianese export trade 
rose from 1 14 per cent m 1868 to 42 32 per cent m 1928 and 
the imports of manufactured goods fell from 60 57 per cent m 
1858 to 15 6 per cent in 1928 At the beginning of her mdus- 
trial career, exports of raw materials were 26 27 per cent which 
fell to 1 17 per cent m 1928 and the imports of the same rose 
from 4 98 per cent to 53 12 per cent m 1928 


2 Indian Ban! mg Coinnnitee s Report, para 325 
® The Japanese Government realized thesenousness of the situa- 
tion and embarked on an active national pohci Numerous students 
were sent abioid to stud^ the industiial and commercial techmque 
of the 31 est, importation of foreign experts to tram the Japanese 
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Tn Bngland also till lately tlie liome of Jatssez fane, tlie 
'Government has come actively to the assistance of industries 
and between 1921 and iMarch 1927 a loan of more than £ 79 
million vas raised under the Tiade Facilities Acts foi appiov- 
ed purposes on behalf of private concerns ivith Government 
guaiantee * 

OlPITAT. EEQUIEEUENTS OP INDUSTRIES 

Industri^ieqiiire capital foi two purposes (3) Capital 
for block or to finance fixed assets Xcwly started industries 
require money for land, buildings, machinery and other appli- 
ances of a dmable kind Old eslabhshed industries also 
require long-term capital foi extensions and replacements 
(2) Workmg capital is reqimed to puichase and ivork up raw 
matenals into' finished goods, for stores, for expenses on 
marketing and advertisement and also for day-to-day require- 
ments A portion of woilung capital is also of the nature of 
long-teim finance Theic is a certain stock of law materials 
and manufactured or semi manufactured goods which never 
"falls below a certain minimum and money reqmied to be spent 
upon these goods is also peimanent capital Woilung capital 
requned above this minimum is of the nature of shoit-lerm 
finance The i dative pioportion between norking and 
block capital vanes from industry to industxy Wheie pro- 
cesses aie ‘ round about pioportion of fixed to woilung 
capital is verv large as in the cotton mill industry, iron and 
steel industries and the livdio-electric industiy In industries 
wheie processes are not lound about’ and miplements are 
comparatively inexpensive as in cottage industries, the pro- 
portion of fixed to working capital is very small 
Existing FAcmiriEs in Indii 

Industiies in India are not able to obtain finance to an 
-adequate extent The Imperial Bank is not aUoned to grant 
Joans on the security of sliaies and fixed assets .and it is thus 
unable to grant loans to mdiistiial companies for capital 
expenditure and even as regaids working capital secured by 


in industii il technique md other machinery loi industiial tiaimng 
uafa also provided New industiics such as tevtilos, non and steel, 
ship hmlcling, etc , vvere staitcd Capital was supplied when- 
ever possible and substantial help was lendeied b> gi anting siAsidies 
-or giving protection Comraeiciol museums were opened the 
Gov’ern-ment in almost all the cities to hold periodical exhibitions hj 
which the sale o£ goods abioad was facilitated and useful information 
was supplied to the ti adei=- The Yokohama Specie 33ank vyas estah- 
hshed in 1880 and the Industrial Bank of Japan in 1902 winch gaaie 
impetus to the piogress of Japan’s industrial deyeio^ent For 
-details see Ban Present Day Banhinti in India, p 290, G O Allen, 
il/odeni Japan and Its Prolilems, 1928, p 106, and the Indian Central 
JBankmr/ Committee’s Deport, pp 205, 266 

■* See Report of the Liberal Industrial Lwiwry 
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liqmd assets, it insists on a margin of 30 pei cent and it eannot 
grant loins for more than si^c nionllis The industrus haic 
thus to pioride not only tlie -whole of the loiig-teim capital, 
hut ilso30 percent of tlie shoit term hnanee ‘ Tins attitude 
of the baiilvs in India, added to the sin ness of Indian 
capital, acts as a damper on the mdustiinl development of 
India ’ Banks iisiialh insist on a full backing of tangible and 
easilj maikctable scount> and do not gr.int Joins on personal 
credit and integrity of the bon oners This is because banks 
do not b n e oonfideneo in indnslnal concerns due to b id manage 
inent of tlie lattei , but it is to some ovtent (he busim ss of banks 
to distinguish bitneen good and bad conceins and to help 
those concerns nliose position is sound The insistence of th< 
banks on a 30 poi cent margin against stocks of goods is a gicat 
liardslup to industries specialh in limes of low prices The 
Cotton Textile Industry is passing through vei\ bad times and 
the Managing Agents, who m ordinary times lan raise finance 
without difliculty, are unable to cope with the sitnitionat 
present In other countnes. banks would have nmsed suel: 
important industries by a bold and generous policy Banks ie 
In^a at present finaneo indnsliies out of sliort-tcim deposits 
but the industries ire not ahiavs sure that the loans would b( 
renew'ed on cxpiiy of the period In the Bombay Presidciio\ 
and specially in Abmedabad, industries got capital Ihrougl 
public deposits and these deposits are wnflidrawn in bad time' 
from good as s.ell as from bad concerns and industries caiinol 
always depend upon them Finther, rates of interest for loam 
and adiances aic very high, the usual rate being the Impona 
Bank Bate or one or two per cent liighei The ImpeiialBnnl 
Kate fluctuates owing to seasonal stiingencies which means i 
real hardship to industries 

Capital foi industrial development from jhe p ublic is no 
easily forthcoming and dobentuies aie not as popular m Indu 
as elsewhere This shyness of Indian capital is duo li 
a variety of causes (1) There is no lecognirod method n 
India by which people can obtain advice, guidance and assis 
tance with regard to industrifil investments “Bankers’ client 
can obtain tins type of help from then banks in other countries 
but tbeie are no banks in many urban centres of the light tjp 
which can guide theu customeis in such matters in India (2 
The failure of many smaller concerns has shaken the confitlcnc 
of the public in industiial investments and people prefer posts 
sayings banks and other Government securities to ludiistna 
investments (3) Some mvestors look to capital appiociatior 


'' This is in. strihin ' cjatrajc Co the position in Biiglaad whore fo 
curiont bu'iineos purposos biakg gpint loans on the peisonal soouritT 
of the boirowora Sea VValbn JLi-af’s ffool on Banking quoted hv tin 
Indian Banking Committee 



12^DhSTmAL riKAKCn 


91 


and fixed interest bearing debentnres mtli no prospect of 
capital appreciation 'do not appeal to tliem (4) Insurance 
companies in other conntiics invest a laigc portion of their 
funds m the securities of first class concerns, but in India there 
IS no insurance company vhich has taken to this kind of invest- 
ment (j) Heavy •stamp duties on debentures and transfers of 
debentures afe'addilional impediments m the v ay of the popu- 
larity of industiial debentmes (0) The fiscal policy of the 
Government Avlnch does not guarantee piotection against 
■foieign competition is another reason for the shyness of Indian 
capital ‘ Wo have heaid tlie complamt that though machi- 
nery has been set up by the Govoiument to consider the claims 
made by vanons industries foi piotcction namely, the Taiiff 
Board, the recommendations of tins Boaid are not alvays 
earned out by tbc Government It is theiefoic, argued that 
the investor in an industiial undertalang has no assmance 
that the industry in vhieh he miests ivill reach the piofit- 
earning stage or that the profits, v hen once thev accrue, vail he 
maintained bj' luanguiatioii of proper piotective measures on 
the part of tbc Go-vcinment of tbc country ’ 

ImIUSTKIVT BIXKI.SG in OlIIER. COUiNTRirS 


Go many — In Germany an industiial firm lias a cniient 
•account vath its bank and at limes it is m debt to the bank 
■tind at other times it lias a cicclit balance vafh the bank The 
amount of indehtedness, the peiiod for vhich the loan is 
to he outstanding and tlic security to be ottered are matteis 
settled betveen tlie hank and the borrower beforciiand The 
curienl account balances are used b'y firms in Geimany not only 
for short-term finance foi voiking capital, but also foi block 
■capital foi extensions in anticipation of recouise to the invest- 
ment market 


Initial capital is piovided m two vays The promoters 
offer capital to the public or they themselves take o\er the 
•entire capital in the beginning vith the intention of offering 
it to the public latei on Lateily, the second method has sup- 
planted tlie fust to a great extent, and in this connection the 
German hanks have played a gieat part in pioviding the ^oitia 
capital wluch as released to the public suhseguontly or sola 
directly to customeis having lelations vuth the banks A 
niunhei of banl4.8 join togetiier to shaio the risk It may oe 
noticed that the investment of Gciman Banks m shares oi 
industrial companies is not a long teini investment and is 
resoited to merely as a safe and liqiud investment for juv 
•of the hanks’ resources m first class securities The h&nKS 
this vay acquire business connections and influence 
German banks thus play an important pait m flnanoing 
prises Tlie ordinary hanlung business is, of course, tlie 
important with Goiman banks, but m addition, theie 
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department for indnstaal and similar finance, ‘ "(vitli a limited, 
share of the banks’ onn resources, for carrying on financial 
transactions arising from time to time m the relations of the 
bank mth the industrial and similar joint-stock companies ’ 
These transactions require a, certain amount of capital inrest- 
ment nhieh is in close relationship to the capital and reserves 
of the banks Though m the aggregate it remains stable, 
its composition qmcldy changes according to market conditions 
and if the pubhc does not respond to the offer of securities 
resulting from such industrial finance, the banks cannot 
contmue assisting industries till such time as the pnbhc is- 
again piepared to put up the neiv capital ® 

° !5Ii il R Sirkei untes that this acc-ount o£ the German banks- 
is not onU inadequate, but that the lesson of the Geianan banks is 
not lightly appreciated b\ the Jndian Banking Committee The 
German banks pin a large pait in the provision of long term capital,. 
Thov attend an industrial undertaking from birth to its death and 
help the concern through thick and thin Thea haae "atisfied the 
need for an institution to educate ind encourage the general pubhc 
in investing then suiphis funds m industries There was a place for 
some kind of agency aihicli slmuld obtain the confidence of the invest- 
ing class, and use then confidence to duett then capital towards sound- 
industnal undertakings It nas primanlv the filling of tins place that 
called into being the Credit Banks of Germans and accordmglj these 
hanks gave a piomment place in their piogramme to the deielopnient 
of Tomt Stock Companies The German inaestors aie eaen now 
reluctant to paiticipate in anv undertaking before it is fully 
launched and thei haie a pecuhar prefeionce foi pi ejects m nhich 
a leading bank has interested itself ’ See his Almuic of Dissent on 
p 53b of the Indian Ban} mg Committee Report In this connection the- 
foreign banking experts aic of a different opinion Atcoiding to them, 
the staitmg of industiies is non here considered to be a bank’s affair 
An industrial company has to find its block as well as its working 
capital and it must proie itself strong enough before it is fit for 
industrial finance Thev remark, ‘ Tlndei" the German Banking system 
such financial transactions iihich occur from time to time are, how- 
ever hmited from the same conditions which govern the Bnghsh Issu- 
ing Houses The} require a responsive capital market and i£ 

the public are ivilling to put up the new capital requned bv the indus- 
tna] companr and which is offered to the market m a siutable shape, 
then the banks under the German svstem will not take the place of 
the public Thev mil not themselves furnish to the industrial com- 
pany what the investing pubhc is not prepared to take If the 

public is not lesponsiv e to the offer of tht seen aties lesnltmg from 
such industrial financing, then the amount noimallv invested bv the 
banks cannot be raised The Geianan system offers indeed a 
great manv advantages for the industnal development of a country' 
and Denefits the banks as v\ ell This, howev er, is onlv on the condi- 
tion that the business of the finance is liandled with the utmost caution 
and caie Banks engaging in industrial finance should not and indeed, 
do not start anv neii mdustiies, nor should thev manage industnal 
enterprises bv themselves German banks do not employ a staff of 
industrial experts hat thev do is to cultivate not onlv regular 

commeicial banking business but also financial transactions 
Thev develop a sympathetic attitude for the needs of industr} ” See 
Annesure II bv Foreign Experts submitted to the Indian Bankmg 
Oommittee 
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Bclgnm The banhs in Belgium have rendered great 
services to her industnes and they rvere tlie only souioe fiom 
v-iuch lodnstiies eoukl get financial help The Societe Generale 
de Belgique, established m 1822, was the first joint-stock bank 
in Europe to develop industrial banlang and it also controlled 
various industrial conccins 

Fiance In Fiance, special institutions called Banquea 
D’Aflairs have giown up to finance industries The> parti- 
cipate in the capital of industnal concerns and help m placing- 
their bonds and shares with the public 

Svjitzrilan^ — ^The connection between banlang and indus- 
tries is very close in this countiv The Trust Banks there 
issue their own bonds whoso proceeds are utiUzed for granting 
long-teim loans to industiies and foi pmchasing their shares 

Italy — The estahhshment of the Societa Financiaia Itahana 
which took over the industnal secinities held by the Credito- 
Itahano paved the -way for a soimd system of long-term 
finance 

It eland — ^In 1928 the Industrial Trust Company was- 
estahhshed in Ireland with direct Government assistance with 
a view to facilitate the financing of those entci prises winch had 
previously got loans in the form of Government guarantees- 
under the Ihade Loans Acts winch weie due to expue then 

England — In England a very cautious policy is followed 
hy clearly separating industrial from commeicial banking. 
There aie various international Issiung Houses m England 
which take up the matter of industnal finance and koej) them- 
selves directly m touch with the concerns thej>- finance With 
their help, the secnnties of industrial eonceins can he easily 
put on the market Owing to the development of the Invest- 
ment Market in England, tlie Issuing Houses can readilj^ 
invest money in the capital of industrial concerns to release 
the shares to the public 

Japan — .Tapau was not slow' m putting into jiractice the- 
principles and methods of Western conntiies and the Indus- 
tiial Bank of Japan was estabhslied m 1902 to finance Govern- 
ment loans and to make advances against Government and 
Semi-Government secunties, ag.unst ships, shiii-huiiding mate- 
rials and other industrial issues With the approval of the 
Minister-in-Chaige it could puichaso or under-v iite stocks and 
shaies The Government exercises contiol through the 
Mimster-in-Oharge who appoints the controller foi supervising 
the Bank’s business Dividends to the shareholders can be 
declared on the approval of the hliuistei In the beginning 
the Government guaranteed a 5 per cent dividend up to 5 yeais 
The Government supplies funds to the Bank at a modeiate 
rate and guaiantees capital redemption and interest payment 
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of the Industiial Banlc of Japan loan bonds if such loans are 
floated in foreign countries 

A study of these facts shows that pnvate^enterpnse and 
initiative alone cannot be dep^dcd upon to provide the neces- 
sary financial help for industries, and some special type of 
institution IS very necessary to provide long-term finance and to 
infuse confidence into the public so that the latter may invest 
their money in industiial investment securities This special 
institution shoidd be, as a general rule, apart from the com- 
mercial bank's Granted that a special type of banks is neces- 
sary for industrial finance, the question is whether it should 
he a provincial industrial coiporation for every province or 
a Central Institution 

The arguments m favour of a Central Institution are — 
fl) In the present state of depression, the Central Govern- 
ment will be in a better position to raise finance for purchasing 
the capital of the corporation or foi givmg a guarantee regard- 
ing the return on capital than the Provmcial Governments 
{2) The directors of the AU-India Bank being men of AU-India 
reputation will command greater confidence of the pubbe than 
the directors of provmcial banks because of their wider_knpw- 
ledge and outlook and hence the Central Institution \vBl find 
It easier than separate provincial institutions to raise money 
for shares and debentures f3) An All-India Bank ihth greater 
resources and well -distributed investments in industries will 
be better able to tide ovei periods of depression (4) ^ All- 
India Bank will guide the industrial development of the country 
on verv sound fines as it vill gather knowledge and experience 
fiom all parts of India and will have a wcU equipped intelli- 
gence department (5) A Central Institution ivill be able to 
employ a staff of experts in various branches very economically 
to advise on industrial propositions throughout the country 

The arguments for a Provincial Institution are (1) The 
Provincial Governments iTill find it easier to supply a small 
portion of their financial assistance than will b'e the~case for 
the' Central Government on whom the total demand wdl be 
very heavy (2) ‘ Industnes ’ being a transferred subject the 
Provincial Governments should be allowed to deal with it as 
"they thin^ l^est (3) The advantages of a ceStralized issue 
-of capital a'ie'"real within some limit and the competition of 
the Central Government for capital m the All-India markets 
las also to be considered (4) Provincial Banks wiU be better 
able to look to the needs of their provinces than an AU-India 
Bank specially as cottage industries imll also have to be financed 
by the banks (5) The economy of engaging technical experts 
at the centre is not very important as there wdl be few occa- 
sions on which their services -vnll be utilized 
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Details or Sche-mes peaceb before ihe Indian Banking 

Committee 

(«) Cajntal — It ivas proposed that the capita l o£ the 
Industrial Bank should bo raised partly by shares and partly 
by'"d6bentiiies and different estimates iveic given for the 
capital of the All-India Bank One suggestion was foi Bs 50 
lakhs to stait with which could be increased according to 
requirements, anothei suggestion vas for Es 3 croies on the 
basis of Es 30 lakhs for each piovince nhich could be supple- 
mented later Another suggestion was for Es lO ciores of 
authorired capital of nhich Es 2 croies might be raised initi- 
ally In the case of a Provincial Bank for Bonibaj' a sugges- 
tion Mas made foi an authorized capital of Es 5 crorcs and 
paid-up capital of Es 1 croie according to the industrial pos- 
sibilities of the province 

{&) licccipi of Deposits — ^Various suggestions Mere made 
for the leceipt of deposits Some witnesses suggested long- 
term deposits for not less than 3 -vears so that competition 
with indigenous banks might be avoided It m as also ])omted 
out by some that the bank should receive shoTt-term deposits 
and in the early years should do commercial banking business 
because people Mould not be prepared to place their deposits 
■with tlio bank foi long peiiods, but those in f.i\oui of long- 
term deposits favouicd Government guarantee to inspire con- 
fidence among the depositors In this connection the Indus- 
trial Commission had lecommended to Ihis effect, “ It appears 
to folloM that an industrial bank with a sufliciently laigo- 
caiiital to ensure its safe Moilung must combine ordi- 
nal y banlang business with its indnstnal activities to enable- 
it to obtain a return on its capital But the cleaiest 
possible distinction must be drawn bctM’'een industrial finance 
and ordinary biulang business Rliaie and debenture capital 
and long-term deposits may legitimately be used for the former 
puipose, but slioit-teim deposits ncvei ” 

(c) Govmnmcni Assistance — ^I Guaiantee of Intciest on 
sliaie capital was suggested with a mcm' to inspiie confidence 
in the public Some people suggested a limited guaiantee foi^ 
say, five years and others a pcimaiient guarantee to be revised 
periodically II Guaiantee of sliaie capital M'as advocated 
as it M as thought that the bank would not be able to attract- 
sufficient capital without it lU Guaiantee of PnncipaZ 
of Pebentuics — It would induce people to purchase debentures 
of the bank, but if there is some guarantee on share capital, 
guarantee on debentures is unnecessary as they wiU be issued 
on adequate securities A double guarantee is pref cried by 
some people This guarantee should be limited for some years, 
but It was also argued by some that there shoidd be no such. 
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limit as the guarantee in case of business ■mil last till it becomes 
a pajnng concern and different concerns financed hr the bank 
■mil become paying concerns at different times IV Guar- 
antee of Pi incipal of Pchentin es “ A po-vrerful and well-direct- 
ed stimulus IS needed to start the economic development oi 
India along the path of progiess Such a stimulus can only 
be supphed by an organized system of techmcal, financial 
and admimstrative assistance ” It is therefore, suggested 
that the Government should give a guarantee regarding the 
repayment of debentures V Inclusion of Behentuies in the 
list of Tiusiec liecuniies The Indian Banking Committee are 
not in favour of it 

{(1) Xaiuie of Goicrnment Control — Some restrictions 
should be placed upon the actmties of the bank by the Govern- 
ment to ensure safetv The restrictions proposed are (1) 
The bank should not lend more than a certam proportion of 
its capital to a particular industry (2) Advances should be 
made only after the expert gives a favourable report about 
the prospects of the concern (3) Apphcations from indus- 
tnal concerns for loans should be entertained only 'svhen 50 per 
cent of the required capital of the concern has been subscribed 
and paid up ■until a vie-v\ to avoid risk to the bank (4) The 
bank should satnfj itself that the management of the mdus- 
tnal concern is lu tlie hands of expeit managers (5) It rvas 
also suggested that the Government should exercise control 
•over the bank by appointmg one or two directors 

(c) Isaturc and I'tcopc of Advances — The bank canpro^vide 
imtial capital for industries in the form of a direct loan or by 
under writmg the share capital of the concern In case com- 
mercial banks do not xirovide working capital to industrial 
concerns, the proposed bank will take up this busmess also 
and It could also develop the cottage industries 

Proposils or the Cfxtr4i, Bvmcixg Cowuittee 

According to the Committee imtial block capital should 
come from the pubhc through shares and debentures and 
-capital for extensions should come from reserve funds and fad- 
ing that from issmng shares and debentures Commercial 
banks can be expected to supply finance for such purposes 
rn the form of temporary advances on adequate security These 
loans should be'repaid from the proceeds of shares or deben- 
tmes “ Purther the ideal arrangement is that mdustrial 
enterprises should also pro^vide out of their imtial capital the 
minimum necessary voriang capital Any extra require- 

■ments of worlang capital of-tr and above this mimmum might 
be met by short-term advances by commercial banks -vs Inch 
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■will bo entitled to lequiic that tlie mdustiial onteipiise main- 
tains 1 safe and jnopei i elation betiveen oivned and boriowcd 
capital " 

tYiivi, OoininKciin HamvS Snotni Bo 

The loinmemal banks cm follow the policy of Goiman 
banks by uiidci-wnliii" the shaies and debentuies of mdnstiial 
(oiueins so that the public may ha\e confideme in the con- 
oeins and may pin chase then shaies and delnntuies in (onrse 
of time No teehmeal evjieit^ on the staff of the banks aic 
net ess ny foi this ]mipost and to hayi* business lelations with 
imlnsliial (onceins, a commeicial bank should hai e somebody 
on tin man i"tmeiit to be fiillj tonvtisaiit with the iinaucial 
side ol the mdnstiies m "cneial These banks’ delegates wall 
pitne useful to mdustiial nndtitakiiigs in anew oi then geneial 
ev])erienco in (inance and will also be of advantage to banks 
thenisehes to jnotect them agnnst losses This will also 
promote an atmosjiheie of nuitual tonlidence But, of couise, 
this new (lass of business leqimes iniuh e-vpiiience, a sound 
bulking poliej, eonsideiable tapilal md a firm lesistance to 
speculative tendenties The Imptiial Bank ot India on the 
ostablibhment of the Ilesent Bank might gne a lead in tins 
direction but the bulk of the sniallei jomt-slotk binks m 
India having iinall lesouiecs aic unfit foi the business To 
establish an efleetive liaison between the bank and the m- 
dnstiial (onceius it isnecessaiv that the entire banking business 
of an industrial coueein to be bnanced by the bank should 
In in the hands of only one bank 

The Banking k'omimttee letommeml the apiiomtmeut of 
Locil Idinoij Committees m Banks to eacate a s-vmpathetic 
attitucb of the banks low aids industiies 'fliese committees 
will provide reliable inCoimation to the hanks legarding the 


Tlio foieign (Nppil'' who < ollnhoi it‘'J with the Banking Coni- 
niUloc tlo not ncttjjl Hit portion Ihd imbistiml ooncoins in India 
should be expected to haee thou woiking eipilal supplied be eom- 
nu ici il banks 01 ( n if idoqunt stciuitj is ofleicd Not onl> bloek 
but also iioinial woikma enpital lias to bi fuinishid out ot tlie tiini’s 
own e ipit il and befon the fnni is tit foi Industiial Banking 
It must bate bo( n in opti ilion foi a sntbcient peiiod to pioee tliat it 
IS stiong oiiongli Wt tonsidei this as the sound aiiange- 

nient so that tin o\picssiou« ideal an angenient ” and “inimmiim 
w’cnking < ipit \l” seem too weak to nr e uinb istand by the 

‘ nouiml w oil mg cajnl d ” the eiintal wbieb the mdustiial concern 
ean e'uiploe duimg the whole \eai on the basis of its piesent eapacite , 
whilst onh the imoimt in exetss ot that nomial eiqntal needed in the 
busy «(ason may lensonablv be expoeted fioiii bank credit If 
the wboli ot the woiking capitol ot an mdustiial eoneem is bouowed 
monev put ot the loin would become locked up, and the concoin 
would ne\ci bo lice fiom indebtedness lo the bank ” Set \pppndix I 
to the Ccutial Bunliinq CoinimUce f\cjtorl, pp 1)10,011 also Eiiclosni e 
II, pp (SOI 032 
-1 




Tin n/i/1N 

sttfiis 'itifl tiuittciil of t!u ir ( (ivlotot f' Till* finu- 

tionb of tin ^1 Lot Ifo’irfl*! s-hoiiUl ft' jtui' !\ of tu u<1m or^ 
ffiiriottr, otlicrwis' tli('r('j'nii‘:i’»hu of tlx ItonK in iii'iyf oifut 
ttiil li( wotLirn'i llX'O lUi trd^ 'll fit 'ilt'itul b\ 

the llircotor' 'iiiil t)ii iIiohi hfioiild fill on tlti' loolinu inon 
in itnd iinltiMn 

1?( " irdintr tlx* "rintuif! of loins on }nr'On if s''(iinl\, tfic 
Links m Indit vn mil in v position t<i <lo lUni 'tntl triu m 
^^osl<IIJ utnntiK'' 'lull loin-' tro toiilinnl to ifi\ f>nr lirio'- 
‘ Wc c'lnnot tlunfoK' rn ommontl in mdisinniimtc < \(f n- 
s)on of Mil' ■^ish'iu of •^rintui'j <!' in in'ilit' 1 )n l)inV< in 
India i.uf Mu' lii.il-' should (n it hurrowtr-' uiordniir 

to tluir intii:rit\ .md finimnl jmsiiutn Ttirirdin^ loins and 
sii until' ind if liorrowi T' in of iiood st mdim.; is to jiistifv' 
lo.ins on lur'on.vl sicnni. this should lu dom 

\t }iri s< at (omrnmiut siiuntus ito inon popn! ir ill in 
iiuhistnil SKUiitiis 1)1 1 niM of lln> iridit of Mu tiovLinimiit 
iiid tlu- ritis of mil rc st oiTi rod h\ thini '1 lu Ii'( il poliri of 
flic (lOMTii nil nt IS il'OTi •'jutiisiLh forthi'fut i' tlu" him tors 
an not sun Mi.it flu fiOMriiminl Mill ;:iiarintii protiition 
against foniL'u toinjtctitum NSc tlnnV Mutt initionih/i 
tion of the loiintn s lisi t] jmlu i Mould t n ibh industrid 
lUMstnunts to lutoiiu' iiiniih ittnutui vsitli (Iomtii- 
intnt sicimti 

riOlfMIM lMnslIl\t ( 1)J>\1)I'\T10N 

Till ( < utril n inkin': ruquin f omiiutttc h in ruiniunicnd- 
id tlu isi ihli-iniu nt of i I'roiiniitl liidnstrul f'orjioritioii 
formn (iroiiiut m ith luuu hi s ifiuu'siri ind m iMi mpit il 
inuiall'i or piriiniu nth snp))lud 1)\ tlu I'roMmuI Gomtu- 
inints toiuirncd Hut this ircituin is dipiiulint upon the 
Mill and jn(it,iiHnt of I'loMniiil GoMunim nts '■ To nhat 

* Mr Sirki 1 in iki ' t 111 foUoMtn.. r> III vrks 111 hi' 11 imUr of /lissnii 
1 mil loininiid Hit' tli • -I iWi'tion nt ot indiistrml hinl'is not 
onl\ licsintih tuil nti'iiluii U iusf‘" 0 \ 1 r< wo t ttii't ni' lolli itau'' 
h iM hi f II hit to HI iki llifir r< n/innu iiit if ion \ ii,iu nnd p'llinjis nils 
louliru, For ns tlu ri cotniiii ml ition iio\ stiiiut' it 'i ‘ W' to inijih 
that Mu n'l (or tlu i 't ititisliiiu ri( of '\u Ii inslitatioM' hu' still to b 
ptostd twfoii' tbr I'loMiirml Mnii'ti r till . s uii\ nrtion 1 hi tinlii' 
tm\ < oiiiinis'Uiii Mliiili {oii'Uuri't tlx imtii r in I'lis nimniiuml 
III the constituUon of nn isjxit 1011111111101 to toii'ubi tlu niu'tion 
of tlu 1 st ibb'bim nt of iiiilti'tii-il biiiU' for (ininiin^ iiubi'lnih in 
Irxli I riio H inkint. (''oininitti, m huh is 'tin U iiutvjurl roninnttn 
Mould hi f iiUm, It) its dots if it did luU uiu uMv.ornlh pis" 
tor lUr I'liibb linu nt of jndiiMiml binl' inllu protinco' thr in id 
toi Mhith has b( i n itnphnlirdl' jin <sid hi alt tlu. Indian Mitnm'Os 
I do rot Muni, tlunfoii that it Milt hi ni cp'S irs to»-tlu' 
fntuu rnini't' rs m Mu pfonriKs Mtun Mu h mkin^ coinniitti f ' ii u f 
111 oinnu mb d Mu inatiori of jmiustiiil lunls *0 po oitr Mi' snnu 
ground iismi hnso liiMn'd Su In' ilfimifr a/ M im-iuI pp tfi- 
o ’(i Ift tluiitori dctinitiK tt<-omtn<mi' Mu* i stabU'tiiiu 'it of 
ProMiiUi 1 C oiptM it ions iminodiiti h ir Itoiidini M a, Iras and Jtonpal.- 
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indu'slrics should help ho granted is solely io ho dotormmod 
In the Coiporatiou and the Go\orninc*nl ‘ \^o think it nn- 
dosmhle to fetter in an\ i\.i\ the discretion of Provincial 
Go\ernnients in a matter iiluth is of fundamental impoitamo 
from the point of sun of provincial development In suggest- 
ing hard and fist ciiteiia foi the grant of issistanee In the 
proposed Coipoiation At the same time we hold that 
the advisability of giving assistanee in an> piitienlai ease 
slumld depend on the extent to winch the enterprise will he 
of benefit to the public, and will add to the productive powei 
■of the juovmee and provide emjilojment fonts iieople, and not 
meuh on its piobahle advantage to the pioiiioteis of the 
industrj ’ 

The shall* oapital wilt vaiv fiom ]Uovinee to provnneev 
according to industrial needs As fai as jiossible it should 
he oht lined from tlu jiuhhe, and fiilmir that the Committee 
have recommended that the Govcannient should jmrthase as 
much of the capital as is not jmre based bv the public Tins 
mithod IS prefeiahlo to the guarantee of dividend on shaie 
capital The sliaie e ijulal sliould be supplemented hj dehon- 
turo eipital' wlueh should not he mem than twice the amount 
of shaie capital ni the hegmumc, ami to make the investment 
attractive llic Government should guarantee uileiostoii deheii- 
tmes for a limited period If iieeessars, the Government 
might also 31m chase a portion of deheiitures until a loguln 
maikct has been (rcatoil foi them The Committee lejeel the 
idea of the debentures of the Industnal Coipoiation being 
classed among trustee seem dies 

The Tndustual Corporation can also si cine lesouiees 
tliiough long-term deposits from the piihlu foi a peiiod of not 
less thin two jeais Miort-leini finance will he ohlamocl by 
industrial conc'eins fiom existing institutions Tlie money 
so obtained should not be lint out foi longer periods than the 
currenev of the deposits This proposal that deposits for less 
than two ^eiis should not bo lecepled bi the Coiporation is 
designed to ]>i event comiietition with private joint-stock banks 
So long as the Govaamm'nt is inleiostod m the Coipoiation 
thiougii subscription of shaie oi dchentuie cipdil, or through 
guarantee of dividends 01 mteiest on such capital, it should be 
represented on the Itoaid of Duectois of such Corjiorations 
The Goveimneiit nominee should not have the power of veto, 


® Dtl}''nUuf' is=iKs sboubl not cxcotd tlio nmount of ttie out- 
stnndini; long (eini loans, .vnd mu*-! not be inoie tbanbvr 01 six tunes 
Did lunount of share npital This would stcuK good inollls to the 
Oiipoiation and the dcbentuies at nil times would be coveud bj long 
tcim settiiod loans and tlio additional socmitv piovided bv ( apilal 
to the extent ot 20 pei cent of dtbenlme issue will be enough 
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hut lie- ■'IkuiM bi fiitillcit <o .tsk foi a nfirciuc ((> fii< (io\(rn- 
iiuntulii nut I)i( M(‘Wh «»f 11i< ho im <»!i inijior- 

1.int imtt<is ''hoiikl Ik fi \nn A li\ llu ('rnpoi itioit 

CiMiiti tlu eomlidon-' xiiiiUi wliwh it in'i\ };i''tit lout'' to indU''- 
(ii li (oii(cru‘. fill'- imH iMi'iiM tint (In hio-iin oi (Ik Tor 
poratioii (oiuIiKtu! in i fur iinl in iiiiior Dnnnfr 

tlu (uniiux of till lnl^!l>^t of tlu (lOxtinnunt ‘-tu li li\ lix\P 
should rociinu tlu sxnition of tlu tun crnim (it 

\N Vlt'lMnV lNt>l'-lll\l ( 01 I’ll] 

'! liH nt''ti(ulinn < ni s( ( nil jirojn r Ini-oii in tlu initturof 
finiiut iiid i diJKt loniKition Midi the 1 iritt sju luiirn; d( p irt 
iiuntsoftlu f ontral (io\< iimu nt nid lornlitionof indii'-tru’'. 
with 1 iilw \\ iit(' (Ustonis mil stons piiuho-i jioluips 
of tlu (lOMiniiunt '1 In'- (tin -.turn i-' to hi tin ilK ih i uiod 1>\ 
t'u dnninils of llu ]’io\nin,il fJoxi iinm m - nijtiirnif: flu 
lipn 111 s fif Midi i ( ( III r it In^titiition or 1)\ tlu ( i ntril h' pi'll '* 
tuu 1 oi sonii tniii it h I'-t thm util not lu notion il in- 
dustius of sill h imnotliiut in -o lirpi i mnnhn t*- to jn tif\ 
till' ist ihlishnu nt of 'luh ii t'orpor.ition (o i nahlo i( to nni>( 
Its funds uiniiiui itmU ond ( i i \istinp nutum il indiistrus t m 
1)0 tin mil d dim tl\ ornulimth In tlu 1 tdonil (to\i uinii nt 
T( will (lull fori 111 11 loop tinii hi foil tlu i stiihhshinont of 
smh tiiAll Inili i ( OI |Mi) ition will hi jiistilud J)nt tlu'fooidi 
nitinp mil sniijih nil III in fiiiu lions inopoM d to hi intnislidlo 
tlu Coipontion will hi (luiu I oi (lu-o ii ‘sons m AH India 
Iiidiistinl Ito lid with uht'ors fuiu tions K to hi nioninunihd 
It should (onsist of till (hnirnnu'nl Ihnihir' of tin IndnstiU'. 
md liiimn Dipntnunth n jno'i nt ituo hiisiiu'sint n (on 
iKtlid with tinaiui hinkinp (oniiiurii 'iid indnstn and 
rtjirtsi ntaliM s of I’liniiuiii Indiistrnl Corpontions 

Ii" t i >ru(iNs 

'llu I’ond (an t iko nj) piiiodn il snMl\^of Indiin itidtis 
Irits and suppi •^t tlu tiiu lini ^ of jiiopii ss 1)\ aMndinp on-r 
jirodiution U O'vn lulji tlu T’iomiiiiiI (unornnients m jin 
pannp then propiamnus of industrial roionstuiotion md it will 
Urns ho ahh to asoid nmuiissirx inlor-iinninrnl (oiniu tilion 
in pnrtiiuln mdiistnos It em londn Mriuos npnidiiip 
the (olkition and dissctiunafion of indiistnul intt Iliponco so 
x(n nsoful to all ])ioMnns in riiu>])o md Anunca siuli 
Statistics of jiioduclion no homp <oin])ilrd wlinh onahh 
governnu'uts to follow dolmito cndit mdcuinnis polities md 
in India this woik tan bo eutrnsti'd to llu Ml-Indi i Itoard It 


s,(., Jlutiitr of 7)i*c«')i( of Mr N It Sultr pj '11 'it" wlicit 
lit Iii\s down ciHiiin ftinctiiiiis of tlu < mpoi ifnnis aiut <-itCf,(sts 
pitcuUionan nuisiuisfoi rontintlinc tin ii ptului~ 
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<iai\ Tnawtain i slafS! of oxporl'j, koop up to date Iho icsnlts of 
mdii'Jtrnl stincvh ba 'stiidjos and ro^.cnrchos conduclrd by 
oxporl'^ <4^0 Sint \b\c hImoo to tlvo coipoiationsTou.itdnvj: issues 
of dehenlurc's. oU . cin "Uide Ibo {rent'ral xioluy of the Pro- 
Tmcial Corpoi.Hions m mukiu" imestmouts vu securities of 
indiistnil oorpoislions, and it can advise the Government and 
Provincial Indiistii.'l Coiporatious vitli repaid to the ftoatin" 
of inlind and forcicn loins ft tan enquire into the orfranira- 
tion of Indian industries and make snitalile recommend it ions 
tliorcon Tlie Ooicimnent tan depend upon it for advice on 
(ommeioial an<l indu^tiial education on proper lines, and it 
can also formulate some schemes for drininccout small savings 
for indufitnal insostments Most of all it cm eniphasi/t upon 
the Central Goiernnient the need for foi mill it in" their hscal, 
huancial, railway rates and atoies purchase policies to suit 
(he interests of Indiin industiies and smtalde action for adv.nic- 
ins: the interests of industnos lu <rciioril can he uiidcit ikon 
bv the Board 



CHAPTER IX 

The Managing Agency System 


The managing agency system occupies a very important 
place m the financing of industnes in India There are firms 
•of outstanding reputation ivhich bring new industnal concerns 
mto existence, draw up the memorandum and articles of associ- 
ation and perform the othci prehimnary operations They 
also define the voting powers of the shareholders and reserve 
ample powers for themselves in order to exercise control over 
the concerns they manage The foUowang table, including a 
bst of the managing agents of Calcutta, shows the extent to 
which mdustnes are controlled by the system — 


Name of Managing Agent< 


Andrew Yule A Co 
Duncan Bro® 

3Iartin &, Co 
Octa'vuu‘- Stee' & Co 
Begf, Dunlop 
Bud iC Co 
yicLeod y Co 
Cillandei’s Arbuthnot & Co 
Y illiamson JIagor A Co 
fehaw Y allace & Co 
Jardinp Skinner & Co 
Kilbum & Co 
Davenport A Co 
H V IjOW a Co 
Balmer Lawne A Co 
P H Heigers A Co 
:McXeill A Co 
KiUick Xixon A Co 
Begg Sutherland A Co 
Tilhers, I td 
Kettlewell Bullen A Co 
Geo Henderson A Co 
Birla Bros 
Jas Finlaj A Co 
Thoni'is Duff A Co 
•Other Finns (11) 
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1 3 2 

3 
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6 3 1 


Total 3S5 o2 147 79 29 40 C 32 


The system is a peculiarly Indian phenomenon, havmg no 
I)arallel in any other country of the world In its oiigin, it 
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IS a conlmnation of the large trading liousos ^\l^lc^l earned on 
banking, indnstiy and other activities indiscriminately The 
pioniotion of the cotton tevtilc indnslrv in India is almost 
solclj dne to the managing agenca system The pluck and 
enterpiibC of the oaily Paisee founders ol the cotton mills in 
India descivos admnation The firms of secietaiaes and agents 
had a very largo stake in the caintal and fortunes of cotton 
concerns and then seiMces in the initial stages of t.ho cotton 
industry, spccialh in Boinbaj and Ahmedabad. v,ere ptaise- 
uorthy Even nov, films of managing agents play a pre- 
dominant part in the promotion of laiious industiios in India. 

In Bombay, uhen an indusliial concern, particularly a 
cotton mill, is started, the managing agents raise capital from 
persons vho tiiistthcm The working caiutal is obtained from 
private deposits and cash credits fiom banks The deposits 
are for six to tvehc months and beai interest at about 1^ to 
Qi per cent vhich to a great extent depends upon the position 
of the mill and the standing of the managing agents Loans 
from banks are obtained on the guaiantee of the managing 
agents and now the liquid assets of the concein are hypothe- 
cated to the bank When the Imperial Bank of India grants 
loans on the strength of luoraissory notes, the lattei must bear 
tu 0 signatures, and thus the personal guarantee of the manag- 
ing agents is also taken This is not neccssaiy when loans arc 
obtained against government and othci trustee secniitics In 
some cases the managing agents luoiidc finance m case they 
arc appointed agents for buying lau materials and selbng the 
products of the industry 

In Ahmedabad, the sist,em has been admitted to be an 
unqualified success The total block capital, leqmred foi 
starting a cotton mill in Ahmedabad, is Rs 20 lakhs of which 
lls o lakhs IS initially laiscd by sliaic capital, and the balance 
18 raised in the foiin of scien-year deposits foi Rs o lakhs 
and the remamdei Rs 10 lakhs isiaised eithci thiough one-year 
deposits or found by the managing agents themselves The 
seven-year deposits arc attracted bv the dciace of gianting 
a share to the depositor in the agency comnussion The manag- 
ing agency is made into a limited concern uitli a nominal 
capital of Rs 3,000 divided into 1,000 shaies of rupee one each 
A person who is piepared to deposit Rs 6,000 uith the concein 
18 given one shaie of the agency company and he is thus entitled 
to one-thousandth pait of the agency commission The value 
of this one lupee shaie in the niaiket is often about Rs 700 to 
Rs SOO These shares can bo sold off by the holders at their 
will 

The deposits leceived by the nulls mostly come fiom indi- 
viduals and vary on the aveiage fiom Rs 5,000 to Rs 10,000 
Befoie the War. all the deposits used to come from the public- 
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in Alimedabad 01 the adjoining -vallages but after the War some 
of the concerns have ac cumnlated reserves and these reserves are 
now mter-deposited The deposits from rural areas have fallen 
because of the fall m the prosperity of the people and because 
of Goiernment competition The Alimedabad pubhc regard a 
deposit with a mill company safer than vuth a bank because of 
the business integrity of the managing agents In Alimedabad 
mills get little assistance from banks because the latter are not 
piepared to invest their short -trim resources in block capital 
and the former are unmlhng to pletlgc then stocks for advances 
for short penods as this would rum the whole fabric of their 
credit The managing agents get a coniniission for selbng the 
products The rates of interest offererl on deposits in Alimeda- 
bad were as follows for a number of years — 




Per cent 


1923 

6 

May 

1926 


lanuarj 

1927 

5 

October 

1929 

51 


The late which the managing agents charge on advances made 
by thtm is never more than 6 per cent and compares favour- 
ably Avith rates on deposits because the araoimt they can be 
called upon to advance may sometimes be very large The 
following statement shows how the nulls of Ahmedabad and 
Bombaj get then finance — 


-Vniount loaned bv the 
managing agents 
.-Vmount loaned by banks 
‘Amount of public de- 
posits 

Amoimt of share capital 
-kmount of debentmes 
issued 


(In I/tlht of liitju-fx) 

Bombav Ahmedabad 

Figiirts of 04 Alilb Fiuones of oO JIiUs 


Pc 

ircpntaac of 

Percentage of 

Ks 

total 

Ps 

total 


finance 


finance 

■),32 

31 

6,64 

24 

2,26 

9 

42 

4 

2,73 

11 

4,26 

39 

13,11 

49 

3 40 

32 

2.3S‘ 

10 

8 
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It wall be noticed that the amount of jiublic deposits and 
the amount directly loaned by managing agents are far more 
important than the amounts loaned by banks The system 
•of public deposits specially in Alimedabad is commendable and 
without it the industry would not have made as much progress 
as It has done Like manj other elements in Indian economic 
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life t.lio system is doomed In limes of depression public 
deposits full und tlie concern may come to giiof From tbc point 
of vicM of the deposit 01 the mvostmeiit is safe as long us the 
concern ma^s be ^\ell-eqlllppf d and ell-managed, but being 
an iinsecuied creditoi, lhc> depositoi might stand to lose 

In Calcutta the managing agency system mainly pre\ ails 
111 ]ute, coal, cotton and tea indiistiies 1111016 the poneis ot 
managing agents uie veiy nide They uie the founders of the 
concerns, arrange foi the finance m vaiious ivays, piuchase 
the run materials, supeivise the manufactuie, sell the 
products and conduct the management of the concern in all 
possible nays TIica also give the guarantees nhen banks so 
requiie, but the guaiantee in Calcutta is merely tins that the 
oieidiafts giaiitod aie alnays coveied by stocks 

In Bihai and Oiissa the managing agents aie most active 
in the coal mining and non and steel industries Of the lesser 
indiistiics they support most ot the ilecliieal enlerpiiscs the 
lime factoiies and the laigei mica mines and a good pait of the 
sugar ludustiv Then disadi ant ages fiom a purely proyincial 
point of view are that ‘ they have coiicentiated mamly on 
industries dependent on the cvhuustible resoiiices of the pro- 
vince und have no! save m the mattei of sugar, developed 
othei mdustiies, not so dependent (Sec Bihn) and 
lianLing Gomnuttcc Ifepoit ) 

Though Ihc raaiiaguig agency system has done a great deal 
for the industrial development of the Bombay piovmce it has 
scnoiis cliavN backs In many cases raunagmg agents, in addi- 
tion to managing theu mills, have traded and speculated and 
tire consequent weakness of then position has leacted upon the 
finances of tlie mills because banks have recalled loans ev^en 
from sound indnstiial (onceins owing to the dcterioiatioii 111 
the financial position oi the managing agents It is tine that, 
in times of crises, tbev have incmiod evtcnsiv'c losses as aiesuli 
of financing the nulls undei thou coutiol, but in many cases 
these loans have been turned into debentures and the control 
lias passed on to them in place ot lemaiiimg with the share 
holdeis who have lost ull then capital invested in industries 
The managing agency system works well in good times when 
the managing agents may themselves supply finance In bad 
times, liowevci, the managing agents aie not able to cope with 
the fiiianciul requirements ot the industiies 

]\Ii Mann Subedai, in liis Minute of Di’iscnt to the Cential 
Banluiig Committee Report, summarises the disadvantages 
thus " The svstem is old-fashioned and it has outlived its 
utibty It IS disadvantageous to the shaieholdeis, whose in- 
terests alw ays come second to those of the managmg agents 
It has now held the field in industry to an alarming extent 
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mduslrial capital could be draivu and no-w concerns could 
be promoted ivitbease only tbrougb the great established firms 
of managing agents Outside of them they •would have an 
uphill task This is not a healthy situation as it does not augur 
for extensive development of industry Managing agents 
have contracts -with provision not only for long periods, but 
for their perpetual renewal and often the managing agents 
could not be got rid of, except when they resign Some of the 
contracts involve payments to them on purchase for the com- 
pany, and some on sales and some on both In some cases 
the managing agents get their commission on production 
without any reference to the condition of the company ” In 
this way a large portion of the profits of the concern are absorb- 
ed by tbe managing agents and the industry is made less attrac- 
tive to the mvestor Hence the system checks the flow of 
capital into the industry They speculate on the stock 
exchanges in the shares of their oivn conctins and take advan- 
tage of a rise of pnees “ to boom their shares and unload them 
at top level, leaving the pubhc to hold the baby ” In this 
■way they gn c to industry a bad name The managing agency 
contracts arc sold, without any icfereuce to shareholders and 
the shareholders, uho have purchased the shares on the personal 
reputation and efiiciency of some partners in the firms of manag- 
ing agents, find their investments in the hands of young and 
incompetent hands -who may be completely unfit to carry on the 
work The managing mterest often represents promoter’s 
charges uhich ouglit not to he a diag on the enterprise for ever 
It sometimes represents a capitalwed good'will which a new 
party purchases with the idea that he gets a full right to use 
tlie concern to his advantage nithm the law With the passage 
of time, it is mevitable that under the system the concern 
should pass on into incapable hands and involve Indian 
industry into bad times 

The Bombay Shareholders’ Association, m its memoiandum 
before tbe Tariff Board complamed that the extraordinary 
pov ers conferred upon the managing agents turned them from 
managers into masters and that the supervision of the boaid 
had become a farce The gatheimg of personal urteiests around 
the orbit of miUs mibtates against the attainment of internal 
economies and improvements m organisation It 'cas urged 
by the association that office allowances and commissions on 
production and sales should be abohshed and that the commis- 
sion on profits sbonld be confined to business profits only and 
should be charged on profits after providmg foi depreciation 
Objection was also taki.n to tbe clause emponexing tbe agents 
to obtain compensation in case of -winding up Eefeienccs 
■cere made to cases wheie managing agents required tluer 
compames to conveifc their rupee mdebtedness into gold dollar 
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liabilities, thus inTolving the companies into an extra habihty 
of about Rs 85 lakhs on the basis of the prevaihng rate of 
exchange Cases were mentioned to show how managing 
agents actmg as selhng agents had utihzed for then personal 
benefit the funds of their companies The managing agents 
do not refimd to their mills commission or rebate on insurance. 
(See Bombay Shareholders’ Association’s Memorandum pre- 
sented to the Tariff Board ) 

It IS thus clear that attempts should be made to make 
mdustrial enterprises m India less dependent on the system 
for futme dexelopment The foreign experts who collaborated 
with the Indian Banking Committee -write “ The managing 
agency system is open to criticism There ought to be stiff 
another :^ancial agency to meet the requirements of industrial 
firms, 'Which would make industry less dependent on that 
institution A company uith a proper board enjoying friend- 
ly sympathy and banking adnce, ought to be in a position to 
manage its own affairs ” (See Enclosure IT on page 635, 
Genital Batiking Gomimitce Jiepott ) 

The system of the transfer of control of mdustry by here- 
dity or by sale without the consent of the shareholders 
to parties not approved of by them must be put an end to by 
law and -when the Indian Companies Act is re-vised, reforms 
should be made m this duection Further, the managmg 
agency contracts should be limited to a certain number of 
years and should be good during that period only Some 
restnctions -sviff have to be placed on the existing agencies 
Speculation m the shares of the miffs managed by the manag- 
ing agents will have to be stopped to promote the flow of 
capital into mdustry In paragraph 693 of their Eeport the 
Indian Banking Committee -write “ We, accordingly, recom- 
mend that the Bank Act should prohibit the orgamzation of 
a bank on the managmg agency system and provide further 
that any arrangement made subsequently for conducting the 
management of a bank under sucli a system shall be void 
The object -we have in -view is to prevent long-term agency 
contracts being given to firms or individuals creatmg, so to 
say, a hereditary title to the agency ” 
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The Managing Agency System 

(Continued ) 

The working of the managing agency system A\atli parti- 
cular reference to cotton mills has been evaminerl m some 
detail by the Indian Tariff Boaid, 1932 The mam ieatures of 
the system ’’aie been enumerated in tlicir Report as below — 

Q) Pcuod of Agi cement — ^In Bombay and Calcutta a 
managing agency agietment is fixed for a spi cified initial peiiod 
at the end of which the discontinuance of the a gi cement is 
dependent on an extraoiflmarj'’ icsolution of the companj 
to that efiect The usual period of the airreenient vanes from 
30 to 40 years in Bombay and from 10 to 20 yeais in Calcutt'’ 
In Ahmcdabad the agreements ue not subject to any time 
bmit and are generally described as being peimanent and non- 
-changeable 

(3) Payment in Agents — ^Thc payment consists of an 
office allowance fixed on a monthly basis and also of a commis- 
sion based generally on <a certain percentage of the proht The 
office allowance is intended as a contribution bj the constituent 
company towards the expenses incuned on its behalf at their 
head office by the managing agents In Bombay the allowance 
exceeds the actual out of pocket expenses and assumes parti- 
ally the form of an additional remuneration to the managing 
agents The profit on which commission is calculated is taken 
to mean gross profit before making provision foi depreciation 
There is no office allowance in Ahmedabad and the payment 
consists of a commission on sales and m some cases on produc- 
tion wlueh may be fixed accoriUng to the option of the agent 
at a certain percentage of the value or at a defimte amount pei 
unit In Bombay the commission is subject to a certam 
minimum ranging from Rs G,000 to as much as Bs 1 20 000 
per year 

(3' Subsidiai y Se> vices — The managing agent is entitled 
to Avoik for and contract nith the company in respect of various 
services such as purchase of materials, the sale of fimshed goods, 
the insurance of bmlding, plant and stock, etc , for svhich addi- 
daonal remuneration is received by the agent 

(i) Conti ol by JDiiectors — The managing agent is subject 
to the supervision of the directors of the company m respect 
of the work of managing the company’s busmess The 
duties and obhgations of the managmg agents are stated in 
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-<lctail in tlio a^ietmonl and tho loMdn.d powei 1 “^ vested m the 
dll actors In some cases the ic<>idual povej is ronfeired on the 
inana'iiii" a"ent 

(5 Xo)mmho)i of Dn/itois hi/ Ilfauaging Ageni<t — The 
manasin'i igent lias the iisht to nominate one oi tno poisons 
foi appoiiiimeut on tlu' hoard of dnectois of the lompauy 

(vi) Aqcnt't Cl nun to Conipt nsaUon — The nianatrui" agent 
has the light to eontnim in o!1ue it the business of the company 
IS tiansfeiTcd during tlie ptndeiny of the agieenieiit to another 
pnty In case ol iiliis.il he is entitled 1o claim compensation 
In case i lompim is nound np, the managing agent is entitled 
to claim conipensiiion on a scale equivalent to the coramission 
famed by him dm mg the preiions li\c yiars In many cases 
the managing agent is ilso entitled to coiniiensation if the 
agenev is teiminated by mutiiil agieemm*- 

(7) As'^ujnminl of Inlmst'^ and Funiiwn‘^ — In Bombay 
and Ahinedabid tlu agtefineiils pioiide that the managing 
agent mac assign to a tliud paifj his interest or duties imdei 
the agieemeiit without tin saiution of the dnectois In some 
eases the agrefiiifnts jiunide tint the managing agent can 
nssign it his will not only his inlfiesl in t irnmgs hut also tiie 
w'hole agi eiam nt 

It IS riecessan to poml mil that a desciiption of 
the managing ageiics system basul on agrnments and ai tides 
ol association iloes not necessaiily toiiespond with the system 
as it n found m ’otual opeialion “and that unless the account 
given above is qnalilicd lath leferenco to its actual woilung, 
the impussion convoved may bi misleading fsiiico the pim- 
cipal (iiticisms diiefted against the svstem lofci lathoi 
to its aitinl working than to its tcclinic.'! features, it is to this 
aspect of the question that wo desiie inamlv to devote oiu atten- 
tion In flomg so, it is nee i ssaiy hist of alt to lefci to the func- 
tions peifoimed 1)> oi attributed to managing agents in the 
indiistual economv ol fiulii’ (Rtpo)l of the Indian Taiijf 
Boa) cl 1932, page SI ) 

Fu^c^IO^is 

It is said that maniging agents peifoiiii thice mam func- 
tions fiistb , the pionceimg of now mdustiial entei prises m the 
sense of prospecting, lesench, etc, secondly, the piovision of 
linancc and timdlj, theday-to day management of industries. 
Begaidmg the lust function it may be said that leaving out 
a tew* industries bionght into existence by the Govcinment, 
ncaily all big mdustiial enterpiises owe then existence to the 
enterpiise of mniagmg agents The loading managing houses 
still maintain a tradition of healthy and cautious development 
of mdustiies, which is one of the most important influences 
la-vouimg the continuance of the managing agency system 
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in tins country Of course, every managing agent cannot 
claim the ability prudence or resources of the great business 
houses bj which the system was founded In the case of nearly 
all well established industries m the country, there is no longer 
any necessity for the services of a special agency for the -^vork 
of pioneeimg and initial development The first of these func- 
tions has, therefore, bttle appbcation to the ivell-estabbshed 
industries under the present circumstances 

The provision of finance is the prmcipal service rendered 
by managing agents They lend money to mill companies 
under their control from their oivn resources and loans from 
banks are almost invariably secured on the signatures of manag- 
ing agents The lending banks reqmre tivo signatures in eon- 
nection ivith loans that they advance and tlus practice is so 
general as to necessitate the services of the managing agency 
system It is through the managing agent that the public 
deposit system has been very successful m Ahmedabad 
In several cases a considerable iiart of the share capital is held 
bs the managing agent lumself “ It will be seen, therefore, 
that taking conditions as they are, m the great majority of 
cases the managing agent plays so important a part and holds 
so large a stake m the provision of finance that his presence 
must be regarded as indispensable to the industry 

The conditions which are indispensable for the financing 
of the industry according to the managing agency system waS 
lose their force under tw o circumstances , firstly, if the bank- 
ing system of India is so re organized as to meet more adequa- 
tely the financial requirements of industries and secondly the 
State mav grant protection so that investment ivill be more 
attractive than in the past In this connection the Eeport 
of the Tariff Board referred to above remarks that “ Both 
these arc for the present hypothetical conditions and then- 
possible leaction on the usefulness of the managing agency 
sjstem It IS impossible to forecast It has been suggested 
that if before a new companv is allowed to be started, it is laid 
down as an obligatory condition that a reasonable proportion 
of capital against working expenses should be provided in the 
form of subscribed capital, the services of a managing agent 
wiU become of much less importance to a company This is 
imcloubtedly so But the proposition assumes either that the 
necessary proportion of working capital in addition to 
fixed capital can ordinarily be provided by means of share 
capital or that it is better to restrict mdustrial development 
than to permit the formation of more compames on the present 
lines Neither of these assumptions can be accepted as vahd 


1 Report of ihc Tariff RoarR repirding the grant ot protection to 
the cotton textile industie, 1932, para 71 
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tapitid of tin lomp.inj The piopoition of the total diaro 
cipital hi Id In Vhmetl ihatl iments is f'enerallj 10 to fiO pei 
rent In llns respiit two i^enerd (.onsideiations arc invohed 
Iirst, the lirmr the holdiim of \i in ina"injx .ment in the share 
eipital of the mni)nn\, the doser the idontitN of his niteiests 
null those of the oomp'inj On the othci h mil, where the hulk 
of the t'lpilal IS held by the managinp: meat, the lost of the 
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sliareliolileiR aic left A'ntli liaitlly anj tffoctne voice in tlie 
management of tlie company, the control of vliieli leniains en- 
tirely vatli the mamgmg agent Under surh circumstances, 
if the management is in inefficient hands, the prcpondeiant 
holding of a managinsf agent may prove disastions foi the 
coinxiany because the voice of the siiaieholdcrs is ineffective 
■Where the managing agent lepiesents a high standard of abihty 
and senst of responsibility, i1 nia% make little difference to the 
eompam’^ to nhat extent the managing agent is interested in 
the sh”re capital of the company 

The third function of the managing agence is associated 
vith the daj -today management of the industry yincli of 
the ciiticism against the sjstem refers to the mannei in vhich 
the eiuaent management of mills is carried on The mam 
aspect of the current management of mills vhich has come 
under entieisin is the siay in vhich managing agents have dis- 
eharged then obhgatious m respect of various subsidiary 
sen ices undertaken bv them It is an inevitable feature of the 
managing agency system that the agent mav contract for the 
performance on behalf of the company of such services as the 
liurehase of matenals and machincrj , the sale of fimshed goods, 
the insurance of fixed and liquid goods etc This may lead 
to a conflict of interest between the agent and the company 
which in practice may amount to the subordination of the 
interests of the company to those of the agent The manag- 
ing agent maj have a financial inteiest in the supplj , sales or 
insurance agency as the eisc may be The Taiiti Board liaie 
summarised these defects as below — 

“ It IS, however, a legitimate infeiciice that a situation in 
winch a managing agent is finaneiaUv intcreoted in sen ices 
performed by him for his company is one which may lead to 
>-(rious abuse The abuse may occur in various directious 
In nurchasc of niatciialb, stores and machineiv it may take 
the form of purchases at unrcasondble times, m excessive qiian- 
titie‘- and without due regard to quahty, smtabibty and eom- 
paiatiie cost In sales of finished goods, where" the selhng 
agent is reqiured to guarantee the mill against losses on out- 
standmgs, it may lead to slackness in enforcing the obhga- 
tion of the selling agent and consequent accumulation of out- 
standings In respect of insurance, it may prevent the mill 
fiom taking advantage of the low rates of premia which may 
prevail at times of intense competition among insurance com- 
pames and in cases where the managing agent is interested m 
a foreign insurance company, it may prevent the mill company 
from supporting Indian cntcrpiise if it wishes to ’ (Para 75 
of the Beport ) 

The benefit of any discount, lebate or commission wbicb 
the managing agent may receive on account of purchases, sales 
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■closoi personal toncli mth tlie ailaics of Ins mill The Tan 
Board in 192()-27 observed that that ms one reason nl 
Ahmedabad Iiad fared so mncli better than Bomb is Th 
point seems to be independent of the imna'jinst agency sjste 
as it may arise under mv syKlem of management “Bett 
lesiilts aie likelv to be attained from close personal ittcntn 
than fioni large-scale production oi manigemeut and it 
sigmficant tliat most of the iritgiilarilics brought to our noti 
have occurred m mills included in large groups ’ 

Ecgardmg the existing practice of transfeiring interi 
in the managing agemj agreement the TanlT Boaid rccoramti 
that this “should be subject to tlie approral of the sharehol 
CIS Xo transfci of the agieement itself should be ralid mt 
out the consent of the companj TJicre is little justificatr 
for the payment of comjiensation to the managing agent on t 
vmibng lip of the compani ’ (BecommoJidation 57, pa 
281 of the TSeport ) 

The mere fact that objectionable fcatnies arc prese 
in an igi cement does not necossanlr mean that the srsto 
operates bahts in that cise Tbe T mil Board ptnnlD mrt- tb 
agreements ire drafted bj lauTtrs nho mtihe extras aga 
provision for the safety of their clients But the fact th 
abuses do exist cannot be controverted These abuses c 
best be checked by the influence of the better m maging ager 
themsehes and of the AliUomiers’ Associations, and by mere' 
ed co-operation betneen managing agents and assomtio 
lepresentative of the interests of investors 

the Board recommend that though m the last rtsc 

mg agoncj Xciitire means of checking the abuses of the mana 
those”concerfl^®^®™ oigamzed voluntary action on the part 
measmes necessary to supplement it by legislati 

managing agCJ^® undulj long periods for vhich m many cas 
may rendci entitled to hold office unconditional 

the fbscharge control for all practmal purposes 

contiol and sup® duties the managing agent is subject to t 
lacks the sanctuV^^^^®^ company directors, but as this conti 
tivc m case of removal from office, it may prove ineffc 

desirable in orde^’"'’'^'' meompetence Legislation is, therefo3 
and supervision | define the extent and nature of the conti 
holdeis of the coV® exercised by the directors and shai 
Impany over the managing agent 

The Tariff Bol 

■early date of a coii^^^ emphasized the appointment at 
the Companv LanV°™ittee to report on the manner in nhi 
of their rec6mmea\®^o^^ tie amended The relevant porti 
yhicli IS as below Ration may be quoted m this connecti 
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CHAPTER XI 


Financing of Foreign Trade 

iMiri’s total import and evpoit tiade amounts to about 
Rs 600 Cl ores a year The bulk of this trade is in the hands 
of non -Indian banks iilneh aie about 18 in number Tivo 
of these, Messrs Thomas Cook tL Son and the iimerjcan 
Express Company Incorporated deal mostly iinth tourist tiafflc 
and the Charteied Bank of India, Australia and China, the 
Xational Bank of India, the Mercantile Bank of India, the 
P and O Ban]i.ing Corpoiation and the Eastern Banlc have 
a consideiable poition of their business m India The remaining 
eleven are blanches or agencies of laige banking corporitions 
doing a major poition of then business abroad Eight of these 
have their head offices in England three in Japan tiro in 
Holland tno in the U vS A one m Fiance one in t^ortiigal 
and one in HoUaud ^ 

The follovang tabic gives figures lelating to their deposits 
and cash balances in India for a sciies of vears- — 



Xo of 

Capital 
Resell e 

Deposit^ 

0 i^h 

B dances 


Banks 

and Rest 

in India 

m India 

191 ) (Pit Avar Ycai) 

12 

£ 

(1,000) 

37.825 

£ 

(1,000) 

23,276 

£ 

(16,000) 
4 411 

1919 

11 

53,070 

55,769 

22,487 

1921 

13 

90,217 

56,105 

IS 881 

1921 

17 

111,632 

56,397 

17,675 

1922 

IS 

112,221 

55,038 

12 132 

1923 

18 

140,103 

51,332 

10 859 

1924 

18 

130 464 

52 976 

12,275 

1923 


138 311 

52,909 

7,062 

1926 

IS ^ 

148,003 

53 658 

8,040 

1927 

IS 

180,919 

51,647 

0,098 

1928 

18 

187,923 

53,354 

6,012 


The financing of this foreign trade geneialh consists of 
tv-o operations viz , (1) The financing from the Indian port to 
the foreign port oi itce versa, and (2) the financing from or to 
the Indian port to oi fiom the up country distnbutmg or col- 
lecting eentic 


1 Ccniral Bankinj Enquiry Comimlicc Beport pp 310 and 311 

2 Jbtd , p ail 111 
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lAilh iPfrnTtl to tlip hi'oonil 0 ]t( ration, i* tin (iinnomp: 
fioni, or to till Inilian port to, or from tlio ii]» tonntr\ di^tiilmt- 
ms 01 colU'ctiii" (inln tlio jirmiss is ililTi rout Flu <‘\])orI 
tridc or tlu moscnunl of tin* prodiuo from tli mIIisp to tlio 
mtmih is tin.uici*d bs ^unuidiirs, iiionci loiidir'' indiconous 
binboii, ind eo o]Ki<iti\t' Micutios Tlio ImiKii'il 11 ink and 
till' joint stock bulks iKo belli in tin uiciiif’- in ulliais, bii uisc 
tbes lend mone\ in airtiufis iKunst stoik in the j,'odoi\ns of 
coniiiiission lijents and exportin;: houses 'Flio littei m tniii 
lindtoMllim piodmerh iirainst llielattois ( out r.u Is to dibs or 
goods at subseipient d ites Tin evdnnge b inks t iki' a din*et 
pait iilien the prodnio is nio\ed from the inaniii to tlu port 
In HiniidiK the ixporteis tike delners of the prodim tbrmigb 
a Shiofj who fin. nits the p.nnunts ind "tfs a lomiiiission of 
^ to 1 ptr tent inei tlu* triiisaelion '1 be shojf is pud bj 
means of demand di ifts on the < xporter e tirm at the jiorl and 
signed be the linns repiosentatni at the inland tenlios 
Tiiese drafts are piiitiiised b\ the Jnipernl 15 ink, the indige 
nOns bankers and tin extbango banks, ind the >.hri>Jf\ Ibns get 
inoiies to finanet further transactions The iniiiort tradt 
from the nnporting ti litres to the distributing (tnlios m India 
IS generalh tinaiuul be tominission agents, slnoff-^ and Indiiii 
joint stock banks S,t import int eenlros like Ainiitsar, ('anii- 
pore and Delhi ^ht D P drifts ue iisiialh paid on or before 
niatimtj b\ the nnportii-- Tbe\ get loins from the' ext bnnge 
or joint stock buiks igiinst a margin of JO ptr tint of the 
aaliie of the goods plus all import charges and base to pn 
inttrcsl at the Imptrial Bank late 

The exchange binks ilso tmanee tlu* iiiiiiorts of gold and 
sihti bullion The inijoiitj of the Bomb.ij biillitm import eis 
aie members of the Boinbai Bullion IXthingt, Limited 
Those tlealeis place ordtrs diieeth or through the exthange 
banks As soon ns an uhice is reeeieed fiom London oi Non 
York of the purchase of bullion, an ingeinent is mndo nith 
an exchange bank foi remittance In purchasing a bullion T T 
This contiact betnten the bank and llie dealer is inatle through 
certified brokers Tlu bank is instructed bv the dealer nhom 
to pay in London or Is cm York igiinst complete shipping 
documents The bank instructs its igents to make the neces- 
sary jiavment As the bullion arrises m Bombay, the bank 
clears the consignment ind stoics it m its stioiig rooms and 
the dealer has to take delnei> iMtlim scsen days Interest at 
the Bank of England rate, subject to a ininiinum of t per cent 
pel annum, is payable from the dale of p.iMiient, ni London oi 
J.eiv York to the date of pajnient in Bomba j 
I>AriLlT\ 01 BaMvS 

Indian joint-slock banks are not legally piohibited to take 
pait in the financing of foreign trade When the Isational 
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'Bank of India was established it did take up the business Some 
of the now defunct Indian joint stork banks have at one time or 
-another done this business and the instance of the AUiance 
Bank of Simla which failed m 1923 may be cited as an lUustia- 
tion Duimg its six yeais’ caieei the Tata Industiial Bank 
also took up the foreign exchange business freely The main 
reasons uliy Indian joint-stock banks do not undeitake this 
profitable business are as follows — 

(1) The competition of well-established non-Indian 
exchange banks witli liuge leserves and capital 

(2) The absence of brandies of Indian banks at impoitant 
financial centres in foreign countries u hich prevents them from 
talang paitin arbitrage and direct exchange business 

(3) The employment of Indian banks’ resources in 
internal tiade 

(4) It is difficult foi an Indian banlc to cstabhsh a bianch 
in London, because the bank must have a veiy large capital 
to command ciedit in the London discount market, and it 
should be in a position to bear a loss of Rs 5,000 every month 
foi at least thiee years ■* It must have atiamed and reUable 
staff with knowledge of international excliange, and the floatmg 
resources of the bank should be laige enough to permit a big 
tiun-over The bank can hardly expect to leceive in London 
local deposits or othei business fioni the British pubhc 
Besides the above difficulties, exchange banks in India have 
been so well estabhslied and so well piovided with funds 
tluough their Indian branches and the London discount market 
at cheap rates that it would be difficult for an outside insti- 
"tution to compete witli them Some of these difficulties are 
such that they cannot be removed even by the Government 

The Imperial Bank is prohibited by its charter to under- 
take the business of financing foreign trade apparently because 
it holds Government balances and should not take up risky 
business 

Eupke Import Bills 

The bulk of both imports and exports is financed by means 
of sterling bills In case of exports, it is to the advantage of 
the Indian trader to draw bills on London so long as credits 
can be opened there and in this way have access to the discount 
facihties at the international financial centre In the case of 
imports, a very small part of the trade is financed by bills which 
^et the advantage of the London money market , because the 
import biUs are mostly D P drafts Rupee bills should, theie- 
fore, be mtiodueed in this connection The exchange banks’ 
jepresentatives say that tins is a matter of settlement between 


^ Ccntrul Banking CommiUee Report, p 312 
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tlic export ei and the imporlei and tliat the bulk of the import 
bills coming out are for relatively small amounts, and in their 
case the chances of creating a discount market are not great ^ 
It should be said that the present time is veij opportune for 
insistmg on iiipee import bills being drawn because the foreigu 
manufacture! s are very keen on disposing of their manufactur- 
ed goods in India 

The foreign experts pointed out in this eonnection that 
tlie imiirovimcnt in tlic inland bill and nioney market was tlie 
primarv problem to be solved befoie progress to an appreciable 
extent could be expected in the use of rupee bills foi settling 
foreign transaitions These bills will lie (bavin in the currency 
of that countiy where the mteiest rate was the lowest and the 
best discoimt facilities were pionded Both these conditions are 
wanting in India at present Under such circumstances, 
enforcing foreign exporters to draw rupee bills would hamper 
trade and industry by raising the cost of imported goods 

The foreign experts assumed that India s inipoit tiado 
was financed "in the cheapest way but this assumption is 
imjustifiable Import bills are mostly CO days D P drafts on. 
which the Indian impoiter has to pay interest usuallj at 0 iier 
cent from the date of the bill to tin date of the arrival of the 
proceeds of the bill in London Tins rate is raised when the 
Bank of England rate is above 3 per cent It is thus clear that 
the rate paid by the Indian importer is not based on the open 
market rate of discount in London and so long as this state 
of aliaiis continues the natiual bill raaikct foi the import 
business of India is Imba and not England Further, the 
change banks should cliange tlicir method and accept tlie 
Is instead of purchasing them 

Accept vxcE Credii 

As legaids the expoit trade, the system of bank acceptance 
credit should replace the cash ciedit sj'stem prevmibng at pre- 
sent in ineba as the latter is inelastic and mteiest is charged 
generally on at least half the amount of the loan whether it i« 
fully taken advantage of or not Under an acceptance ereebb the 
exporter w ould draw on the bank for the amount of the ciedit 


This contention of the exchange banks that these bills are in 
\PI^ sm ill amounts and are of no use for a discount market cannot 
be conceded If the exchange b inks can lend as mneb as 30 crorcs 
to Indians on then local adv antes, including ad% ances against inipoi’t 
bills in spite of the bills being in small amounts, surely a discount 
market could do the same and if it w inted to horiow on them, it might 
rediscount them in paicels to make up siihicientl} large amounts It 
IS not, theiefore, the sue of the bills wlncVi stood in the wav of the 
creation of a discount market m India but the reluct ance of the banks 
to pari vcith the profits of the business’ 3Ir N E Sarkoi’s iltmite 
of XEiseoi, p filS 
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and tins ‘would luako i(, possible foi Inm diuma the life of these 
diafts to send the c:oods foiuard, diauin" an e\port diaft on 
Ins customer and oiler it tor sale to Ins bankoi m liquidation 
of the obligation at the luatuiitv of the rupee diaft to uhich 
the bankei has gnen Ins aceeptame iindei the ci edit Tins 
would considciably lighten the binden on the espoitcr dining 
the penod Ins inorchaudisc is stored ' Tins is what Aineiica 
did aftei the wai Tn India acceptaiue credit is used only 
to a limited extent for the following icsisons — 

(rt) thepiaetical iion-cxistence of doiinnents of title such 
as waiehoiise warrants and lailuay iceeipts in suitable form, 
(h) the efficiency of the cash citdit system, 

(e) the high stain}) duty on bills, ind 
(d) the dilficiiltv of intioducing a suitable bill form toi 
the whole of India 


Exibnxn Faciua'ins 

The Exchange Banks’ Association mfoimed the Ceutial 
Banking Committee that ‘ merchants aie at piesent able to 
obtain fioin the exchange banks all the assistance they lequire 
to iinanco 1hoii o\poil auci impoit trade piovided they 
good reputation and possess means in reasonable , 

to the trade that they do They further said that no 
business-man cxpeiieneecl any difriciilty m obtnniiij, ‘ „ 

only if he furnished the necessaij h, SliSs- 

balance-sheet, and a suggestion was made that Imban ^«sme®s 

men should adopt the business-like piacticc of 
regularly audited by a leoogmzed 

in collect for m di aw ii fi oni tunc to time f he In ‘ ’ ’ 

0 Mcmoiindum Mdamtlca to Imbm Banking Committee Dr feu 

Basil B1 ickctt i>ioritaniiLoss \c 

^ This demand lelates to Jk. ((.^clian'm) banks Ae 

count ’ audited In auditors appioacd ly ,[ ° i,\ p beho\e 

considei such a demand to lie an nould be piepned 

that e%ei5 lespectablo Indian customci ” . j l,i <3 {inane lal 

tofuimshthebanl with full and lehablei Bank pislifled sueh 

position It his connection and idS oidei 

mtoimation beinc; supplied the ciistomci to disclose 

flora a Bank, ad\ aneinf! a ensuol loan statement made bv 

Jtis fullest position to it At aftmis seems much moio 

tlie cxpoi Is that “ seciecv about Innincs 

chei lulled m India than in otliei conn eitlici nilhng 

IS that m inagois of non-national hanl s, telv foi 

oi able to keep in touch ynsition of then Tndi m lusto 

leports about the slanding and financi 1 , paities like biokeis 

nieis on oitho’ then suboidiiiates cicdits destited 

and hence the iiltie constn atn e cAu 'es p^tiaouhnus demand 
bv Indian customois , we , aopioted auditors is, bv 

as that of hasnng balam e-“heets uub clinru'c m flic monopnlj of 
itself, suirieienl to make out a ta ,..ig ofOtskcni to the Bant nui 

the finance of India’s fojcign tiadc — oj 
Coinmiifcc Report, pp ‘jS'), 'joj 
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however, find tint the state of affairs is quite unsatisfactory 
from the point of view of husiness and trade of India The- 
follomng arc the grievances of the Indian traders against 
foreign exchange hants — 

(1) The Indian importers are compelled to do business 
only on D P terms and they seldom get D A terms which is 
attributed to unsatisfactory bank references given by the 
exchange banks althougli the latter deny this fact 

(2) In order to get a confirmed letter of credit opened, 
eyen first class Indian importing firms have to make a deposit 
of 10 to 13 per cent of the yalue of goods wath the exchange 
hanks, wlnle European houses in Calcutta are not required 
to make such deposits 

(3) Satisfactory hank references arc not supplied bj the 
exchange hanks to oyerseas merchants, tliough in the case of 
foreign merchants with considerably lower lesourees, tlie banks 
of foreign coimtries supply very good references 

(4) The Indian merchants haye no opportunity of loiowing 
under ivliat rules the members of the Exchange Banks’ Associa- 
tion woik and that they are not consulted vith icgard to altera- 
tions made therem from time to time 

(5) The exchange hanks charge a penalti for the late- 
completion of exchange contracts The penaltj is high and is 
capable of reduction 

(6) When a foreign exporter draus a hill on an Indian 
importer and the draft is uith an exchange bank for collection, 
the Indian importei has to pay the hank m rupees at the bank’s 
selhng rate for demand drafts and be is not aUoued to pay it 
cithei by the demand drafts of another excliange bank, which 
may be had at more farourahle rates or hi" Ins ois n cheque on, 
hiB London agent These banks do not accept demand drafts 
in payment, because they will not get in this way any com- 
mission for bill collection 

(7) The exchange hanks discriminate between Indian 

and foreign insurance companies and they are forcing Indian 
exporters to insure their goods with foreign insurance com- 
pames As a result of this attitude of the banks India has 
been paying annually insurance premiums to the extent of 
nearly Rs 2 to Es 3 crores It is desirable that the Exchange 
Ba^^ should lay down standards to which the 

to Tndiins otiompanies should conform for obtaining the con- 
bilis, m spitohe exchange hanks and the names of those Indian 

corapames which conform to such standards 
IS not, therc'fi^^^Bshed whose policies must he accepted by all 
creation of a unks mthout hmit In this connection the majority 
to inci ^vitli fcal Banking Committee write that “ the fact that no 
of Dissent, p incurred a loss on an Indian insurknce pohcy we 
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trust tliat tlxe establishment of more cordial relations betiveen 
tlie exchange banks and Indian insurance companies may be 
speedily effected With this end in vicm iie suggest that some 
undeistandmg might be amved at by the exchange banks m 
consultation rntli representatives of the Indian insurance 
companies similar to that betu een the Imperial Bank of India 
and these institutions 


(8) At present ■when a draft comes to an Indian importer 
through an exchange bank, the former mciely gets an informal 
note asking him to go to the bank and examine the documents 
although m the case of some European hrnis tlie facility of 
senchng the documents to tlieii offices is allowed The reason 
given by the exchange hanks is that the party is not available 
nntil after six or seven rounds are made This may be true 
■with regard to petty Indian merchants and dealers but ive 
doubt, however, vhethei it ajiphes to big Indian merchants, for 
example, those in Clive Street, Calcutta, or m the Fort, 
Bombay ’ 

(9) Although the exchange banks participate m the profits 
of our foreign trade yet they do not employ Indians and do 
not make any pro'vision for then tiaimng ‘ We aie impiessecl 
by the fact that though the exchange banks have been operat- 
ing in India for more than half a century, they have not 
employed a single Indian in the superior grade of then 
ser-vice ” It cannot bo that these banks have not been able to 
find a single Indian competent to be entrusted with a superior 


post m their business 

The inaioiity of the Banking Committee say that “ speak- 
ing from the point of nev of trade alone, it may he ® ^ ‘ 

the facilities available at present for Jnffia s fore ^ 

tiade, both import and export, aie sufficient IMr ^ E 
and his other colleagues m then separate f 

do not accept this contention and immrtiaUy 

adequate resources is one thing and to utihze th P‘ 
between Indian and European traders is ^ 

These banks do not utilize then option of 

equal facilities to Indian traders and the J , ^ , other 
■our share is due to the helpful advice and ' ‘ ‘ j avail- 

assistance granted to non-Indians, ^^e'^rneial discrmnna- 

ahle to Indians to the same extent There f f ®""Xes 

tion exercised by foreign exchange banks ^ Committee 

themselves admit ted before the Indian eg 

® N B Sarkor sufrge^^ts ‘ 

ance business betv een Indian and iw < banks and the A^socia- 

settled by a meeting of ” But if tliev cannot come to 

tion of Indian Insiuance Companies B ^ arbitiate 

nn agieement the Go%mnmeiit mil bare to step in 
Minnie of Dissent, p 502 
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tluit through social intercourse thoir Emopcan officials had 
more opportiinilits of obtaining intimate knowltdsie of the 
intcgritj' and xisonrcts of foreign chents than that of Indians. 

The extent of a nation s paiticipation m foieiem trade 
d< pends upon the facilities provided by the hanlung sjstem 
Japan made special progress dining the last 10 rears in this 
respect because of the special assistance provided by the Yoko- 
hama Specie Bank established in 1*^80 The share of the 
nationals of the Japanese foicign fiadc increased from about 
one pel cent in 187 1 to O') 6 per cent of exports and 80 6 iiei 
cent of imports iii 1022'' The excliancc hanks finance our 
inland tiadc also on account of goods oi produce in tiansit 
prior to export oi immcdiateh subsequent to imports anel if 
thea (ontmue to finance this tiade they anil prove a menace 
to the d< velopmciit of n ition il hankimr These hanks are 
eondncting their operations aaithout a propei regard for ora 
national interests and this has hindered the dtaelopraent of 
flu monetary orginization of the country Thea^ opposed the 
first Central Bank proposal of 1900 and in 1904 thea* again 
opposed the proposal to allon the Presidency Banks to horroaa 
in London to relieve monetara stringency in India and this 
continued up to 1920 n hen the Iraponal Bank Act aras passed 
‘ These art in bnef the problems confronting us namely, first 
that the Indian exporters and importcis ire senoudy handi- 
capped b> the step motherly treatment of the foreign banks , 
secondly, that our general economic development is being jeo- 
pardised by their present mode of operations and tlurdlj 
that these are matters m nluch ora nationals do not receiac 
due encouraaoment Tlie situation demands immediate inter- 
vention by the Government particnlarlv as the foreign hanks 
arc non liohhng a predominant position in the banking v\orld 
of India 


■RE'itnAaiox or thfiu OPEKvaioxs 

(1) iciiont p]opo!,ed — The exchange hankv should 

confine thcmsches to port toivns anel mainly to foreign 
trade finance They should not open any nen branches m 
the mtenor This is necessary for the development of existing 
Indian banks and for the successful vvoiking of nciv ones The 
exchange hanks mil then utihre the services of Indian banks 
for their business in tlie interior which will strengthen the posi- 
tion of the latter Sarkcr quotes in this connection the 

Proceedings of the International Conference on the Treatment 
of Eoieigners held in Pans in 1929 and savs that “ In the course 
of the discussion it n as accepted that the light of international 


® Prc'tenl-Day Tupan, p 136 quoted bs ill Sarfej 
Minute, of Di‘!‘ient, bj Mi Sirker, p 557 
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oommcrce -would not apply to the retail trade oi hawking and 
peddling and that eveiy nation could leaerro to its o-vs n nationals 
these subsidiary trades 

In this connection the practice of foreign exchange banks 
IS also significant in other countries They are confined to the 
chief financial centres like Pans and Berlin or to the port towns 
as in Egypt, Australia. Brazil and .io-gentina The maioiity 
of the Central Banking Coninuttee do not accept this sugges- 
tion on the ground that this Mill unxily discniumation and that 
it -inll interfere -nith the facilities for Indian trade 


(2) Ltocitsing of Fo)i 2 gn — Foieigu exchange banks 

should be lequiied to take out licenses for carrying on then 
business in India At present they are not >ub]ect to any 
legal lestiictions in India and do not even publish then balance- 
sheets shoA\ing then Indian business ’’opaiateh'^ fiom then other 
business Some contiol ovei them is necessarv on bi oad national 
grounds to pievent them from exercising undue discrnmnation 
agamst Indian concerns Such xiroMSions exist in the laws of 
foieign countries also In Japan the Finance jSIinistci is author- 
ized to imxiose restrictions on the issue of hcences to foreign banks 
The maioiiti’ of the Indian Banking Committee recommend 
in this connection that all non-Indnn banks iiishing to do 
banking business in India should be leqiuied to take out a 
licence fiom the Beserye Bank nhen it is estabhshed and tlia 
licences should be freely granted to the existing exchange banks. 
These banks should furnish to the Beseiye Bank annual state- 
ments of their assets and habilities and of then Indian and 
non-Indian business On the basis of icciprocitv some nuthei 
conditions might be included in the licence as is one T 
Bank of England yhen it msists on tMO British si riatmes 
before lediscoimtmg commeicial paper Theie cannot, 

be any question of lecipiocity betyeeii A 

banks Becipiocity should imply guc and a^ 
but we are so heavdy handicapped that ye caMot 
thing from others although mc can AuipP lAnot 

Me iike It should also imply n.mSnl adv^m 

possible for India Eeciprocity should / A 

tage but no acBantage can accrue to any “<,3 

foreign countiy m letiiin foi ‘ freely 

uncontrolled domination in Ia<iia It ‘ 

granted to them, there Mill hardh be anx" u , contain 
The hcences should be foi a fixed period a „ „ 

some conditions yhich muU make them 1 . India 

(3) Bc,U 2 cfrons on ihev 

got deposits at Imyci rate® than aie ^ rnflia These 

compete Math this money xvith national , indmenoua 

restrictions m*i11 eneouiage joint-stock be ° — 


-1 Mwntc of be 3h Saikei p 


SCO 



12G 


THE IHDIAy IIO^ET MARKET 


"banks in India as they "inn be able to get deposits for their 
business The majority of the Indian Banking Committee 
object to restrictions on deposits as it iviU interfere mth the 
facilities for trade and mth the freedom of Indian depositors 
and ihey further say that if the indigenous banks reqmie to be 
jiroteeted against foreign exchange banks, it is because the 
formei lack expenence and adequate reserves and that both 
these things mil take time to be acquired and that the pace 
cannot easily and safely be forced The majority also hold that 
there has practically been no change in the respective piopor- 
tions of banking deposits of the Imperial Bank of India, the 
Indian joint stock banks and the exchange banks during the last 
ten lears and that as compared vith the pre-ivar year 1913, 
the ■jhare of the exchange banks has not increased appreciably 
If the tendency continues unchanged in future they do not 
think any necessity of restrictions on deposits of foreign banks 
They feai that such a course might imtiate other countries 
in the matter of restiictions imposed by India on. foreign ex- 
change banks ]Mr Sarker in his Minnie of Dissent does not 
accept this contention of the majority that the deposits raised 
in India by foreign banks have been stationary He shours 
that the deposits of Indian banlvS ha\e come doirn from 70 63 
crores in 1921 to 55 16 crores in 1928, ■svhilc exchange banks 
hat e been able to maintain their deposits very nearly, the figures 
being S3 73 croies and 82 33 ciores respeetiyelv He furthci 
points to the increase in the deposits of tlie Allahabad Bank 
^’’om 9j35 lakhs in 1920 to 11 19 lakhs in 1928 as a sign of the 
movemem/ of the funds uluch may become an inducement 
to tlicr Indian banks in the future to get themselves amalga- 
inatid mth the British banks’^ 

He further points out to the imequal competition of the 
foreign banks u ith the mdigenous institutions both in the port 
town-i and in the up-country centres uhere the foreign banks 
have bran^lies and pomts to the fact that the foreign banks 
together -with the Allahabad Bank ha\e been able to gather 
nearly SO crores of deposits as against the same amount in the 
CISC of tin Imperial Bank and 55 crores in that of the Indian 
banks He therefore says, Our problem is ho v to give the 
Indian banks a fair field for then deielopmcnt and extension 
by confining the foreign banks to their proper sphere in the 
poit touns' and the measures proposed should be designed to 
accomplish this purpose ” 

' (4) Jt(gistiaUon of Exchange Banl s with Rupee Capital — 

Poreign banks should not be allowed to do business in India 
until they register themsehes with rupee capital and have an 
Indian directorate The niajonty of the Indian Banking 

1= Mriority Heport of thi Central Ban) tng Commilicc, p 238 
J/iiiiin of Bib^cut, "bv ail Saihei, pp 554 555 




FiyAyciKG or rosEiay rn ide 127 

Oommittoe are against tins proposal because the access to the 
London money market "will be lessened, the rupee companies 
ivill have to pay a high amount for good-iiill and the depositois 
ivill not have the security of the existing international resources 
of the exchange hanks They ohserve, “ The real intention 
belnnd the proposal seems to be to provide m the near future 
that a majority of shares in the nen institution should he held 
by Indians This is part of a laiger question, namely, hoii far 
restrictions can be placed on the laivful trading activities of non- 
Indians in India ” The Indian members in their Minutes of 
Bisseni quote the cases of Spam, Roumania Sweden, hloiway, 
France, Italy, Japan and America in suiiport of these restnc- 
tions and thej also quote the recoinnieudation of the Cunhffe 
Committee to the folloiinng effect — “ Several of our witnesses 
have called attention to the conditions under vhicli it is open 
to foreign banks to establish themselves in this country We 
suggest that this is a matter which should receive the eaily 
attention of His Majesty’s Government ’ 

(5) Tiaining and Employment of Indians — The exchange 
banks should provide faeihties of training and employment 
for Indians foi they get huge profits from their Indian busmess 
The majority have recommended a scheme of probationary 
assistants on tlie model of the Imperial Bank of India’s scheme 
This does not go far enough In Italy foreign banks can hardly 
appoint their own nationals as managers of local offices and in 
Turkey there is a provision that half the superior officers of 
foieign banlcs should be Turks The International Confeience 
on the Treatment of Foreigners also contemplated that one or 
two foreigners could be imported into a country as managers, 
etc , of foreign concerns Some such scheme should be adopted 
foi India and included in the terms of licence Tlie appointment 
of staff should not be regarded as a right of shareholders only. 
Tins question should not be left merely to the dascretion of 
the foreign banks, but should be embodied in the teims of 
hcences which should be rev'oked for failure of compliance of 
this condition 

It may be said that these suggestions may involve discii- 
mination * So long as the intention is not to discriminate as 
such against foreigners, but to set right the banking machin- 
ery of India, “ this cannot be called discrimination If the- 
indirect consequence us some discomfort to foreign mterests 
then It must be regarded as unavoidable and ineiitable m the 
piocess of making up for some of the evil effects of the pohey 
pursued m the past ” 

The ScHEyre or aw Iadiaw Evchaage Baxk 

The financing of foreign trade of India should not be left 
to be financed solely by foreign concerns Germany Japan 
and other countries took measures to increase the participation 
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of their banks in foieign fiade It is not, theiefoie, desiiablo 
that India should rely for all tune to conic on the facihties 
provided bj’’ foreign exchange banks for financing oui foreign 
trade The majoiity of the Indian Banking Committee have 
recommended that Indian joint -stock banks should hist he 
cufoimaged to open foieign connections useful to their clients 
and tins vas nhat vas done m Germany On the cstabhsh- 
ment of tlic Ecserve Bank the Impeiial Bank of India should 
be mduced to take up the foreign exchange business subject to 
the following conditions — 

{!) 75 per cent of the cbreitors on the Local Boards and 

a inajonti of those on the Central Board of the Imperial Bank 
should he Indians and (2) the Impeiial Bank should not make 
any further lecrmtment of iion-Indians to its staff except in 
s})ccial cases nith the consent and approval of the Finance 
'Vlimbci of the Goicnimcnt of India 

This deuce is open to many objections — Firstly the 
Imperial Bank is doing commercial hanking bnsmess by proiid- 
mg banking facilities intbin the coimti y and it is not desirable 
to divert It from this business even m pait Secondly shares 
of the Bank aie mostly held by non-Indians and even if the 
condition of 75 pir cent diiectorate being Indians is accejited, 
a major portion of the profits iiould go outside Iinlia Thirdly, 
icspoiisibk positions in the Bank aie oeeupicd by non-Iudians 
and e\cu if fiuthei iccnutnient of non-Indians is stopped, 
It 11 ill be long befoie Indians mil be able to replace them Just 
poasibh tin Impnial Bank maj'^ not agree to the conditions 
laid doiin In tlx ninjoriti 

If the attempts to secuie for Indians their legitimate shaie 
of foieign tiade tinancem the iboce two ways are not successful, 
the mijonty of the Indian Banking Committee have rccom- 
mcinled that a sepai ate Indian Exchange Bank should be est ib- 
iishtd ,ifler the Rtsiiie Bank comes into existence mth a 
capital of three cioies of lupeea in the hist instance two crores 
to be iai=!id in the first year and anothei one eioie in the next 
two sears ' Tins capital could be increased vlien ncccssaiy 
Ihe siibsciiption should in the first instance be open to Indian 
joint stock hanlvb, fnhng winch the Goiermnent should jmr- 
cliase the capital oi as inucli of it as is not taken up by the 
joint «tock banks Tlie Goveinment should uase a predomi- 
niting voice so long as it holds moie than oO pei cent of the 
capital and further details au to be framed in consultation 
mth the Reserve Bank 


^"’Ihikiu OniiDuziPion of Indian Haul ijxi p 2(i2 lie propo-er> 

T. of B*! 10 ciore*; wlm-h be sai s mis,hfc he i educed to wi en flee 

ctoKsif comidcied cvee^'ue Abo «ee Annexure A hv Air barker 
Indian JianKimj Coinmilti’e Jieport, p 371 
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Joint Banks 

The majority have also recommended a scheme of ‘ Joint 
Banks ’ involving co-operation between foreign and Indian 
banks Foreign trade implies two parties and it is necessary 
that no one paity should have a dominant voice in detei mining 
the conditions of finance and trade It is, therefore, suggested 
that joint-stook banks and foieign exchange banks should en-> 
■deavour to find some method of amalgamation which would 
involve co-operation m place of cut-throat competition and 
would avoid the criticism that only one party was dominating 
in the matter This matter is, of course, within the purview 
of the directois and shareholders and no compulsion can be 
introduced 

It will be deal from the above that if the existing facihties 
do not bring an increased share of foreign trade into the hands 
■of Indian banks, a foreign exchange bank — a purely Indian 
<5oncein — ^is recommended to be brought into existence by the 
Majoi % after the Reserve Bank has come into existence 

In the Mmvte of Dis'ieni, the signatoiies propose that 
the State should immediately start an exchange bank ivith a 
■capital of three crores of rupees all to be taken up by the State 
This bank should be allowed to finance foreign trade like 
■any exchange bank now All lemittance business of the State 
should be done by the new Exchange Bank pending the estabhsh- 
ment of the Beseive Bank The staff appointed by the Bank 
should be Indian except that for a few years a non-national 
may be employed if the Fmance Mimster of the Goveinment 
■so advises This bank can be cheeked from competing with 
Indian joint stock banks and it will be able to handle the 
•enormous habihties of the Government of India abioad wluch 
•annually amount to 40 croies of rupees With regard to the 
•argument that foreign exchange banks may put up a tough 
competition agamst the Bank, the members say that this eon- 
tingencj’- operates with even greatei force against the successful 
woiking of either the Imperial Bank or the Shaieholders’ Bank 
as proposed by the Majority They recommend this step foi 
foreign tiade alone because in other fields of banking there are 
no powerful vested interests as in that of the finance of foreign 
■trade which lender delay in takmg remedial measures equally 


With regard to this suggest ion it must be remembeied that 
foreign countries have their ovn hanks m India and they will not 
enter into the scheme unless some foim of compulsion is biought in 
because they will not have any additional advantage therebi' In fact 
it will mean then practical exclusion from India Such a hank will 
lequire a verv high amount of rupee capital and at least ahout 
Bs 2 cioies will be leijinrod for each such b mk from Indians 
■extremely improbable that oven four such banks will be adequaten' 

-financed by Indians with regard to their shaie 
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detnmental to national interests They have therefore^ 
recommended the establishment of the State Exchange Bant 
even pnor to the estabhshment of the Eeserve Bank 

Export Credit Schemes 

In other countries Government takes a very active part 
m pronding facilities for merchants engaged in foreign trade 
In England there are private organirations hke the British 
Trade Indemmty Company ivorking for a long time and domg- 
useful service m protecting exporters and hankers agamst the 
loss due to the failure of foreign importer’s in pa\ mg their debts 
Yet the Government have imtiated a number of Credit Export 
Schemes themselves These agencies help the exporters in financ- 
ing their shipments to those countries on ivhich bills are not 
considered safe by private banks In Germany the Govern- 
ment IS helping the pnvate compames by re-insurmg the vhole 
of the ‘ catastrophic risk ’ In France the French National 
Bank for foreign trade ivas started by the Government for 
enabhng the exporters to obtam advances against their shipments 
by drauang bills on the Bank to be discounted in the open 
market In Japan, the Japanese Exchange Banks enjoy special 
credit facihties vrith the Bank of Japan in connection with 
purchases of export biUs Tims foreign banks have practically 
been excluded from Japanese export trade 

The Government in India could create an Export Credit 
Board to guarantee the bdls of Indian exporters on suitable 
security These bills uould then be eagerly sought for by the 
exchange banks instead of being taken for collection as nov and 
the Indian exporter ivould not have to "wait for funds for a 
number of months This ivill also mcrease the participation 
of Indians m foreign trade to a very great extent 
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It is generally accepted tliat from the point of vieiv of 
■a discount market bills in India are scarce The Eoyal 
•Commission on Indian Curiency and Finance dealing -with 
the piovision by which the currency authority in India is 
allowed by statute to issue currency notes up to a maximum 
of Es 12 crores agamst internal bills of exchange, refer to 
the scarcity of such bills and '\vnte that “this provision has had 
beneficial effects in piactice, but it is not in oui opimon 
incapable of development and improvement in connection 
with a reorganiration of the bases of Indian currency Any 
«uch provision depends for its proper operation on a plentiful 
supply of genmne trade biUs But m India for a variety of 
reasons most of the internal trade is financed by a system 
■of cash credits or by the advance of money against demand 
promissory notes It has, therefore, been found difficult 
to secure an adequate volume of bills as cover against the 
seasonal increase The Indian Banking Committee make 
the same complaint and they do not thiidc that “this is due 
to a lack of knowledge on the part of people of the utility of 
this form of credit, or to an un-wdlmgness to make use of it ” 
Eefeience has been made by Dr L C Jain in his excellent 
work on Indigenous Banking in India to the use of Hundis 
as early as the 12 th century A D - 

The following table shows the investments of various 
banks in India for 1928 ® 


Diabiuttes — 

Capital and Eeserves 
Current and Deposit 
Accounts 
Assets — 

Investments 

BiUs 

Advances 

Cash 


The Impenal 
Bank of India 
Rs %n Lakhs 

10.85 

79,25 

19,04 

12,47 

61.85 
10,65 


Six Indian Joint- 
Stock Banks 
Rs in Lakhs 

6,06 

62,20 

20,06 

1,23 

33,42 

6,83 


1 Report of ike Royal Commission on Indian Currency and Finance, 
p 0, para 18 

- Indiqenous Rani mg in India, hy Dr L C Jain, p ]0 

2 Report of the Indian Banking ComniiUcc, p 408, para 501 
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Tlie table shows that a very large portion of assets is 
locked up in investments It may be because banks in India 
have to maintain a relatively stronger bquid position than in 
Western countries or because the yield of the Government 
spcimties IS more attractive than that of bills There are 
other reasons also for this state of affairs 

(1) Banks usually do not discount their bills with the 

Imperial Banli of India because if they do so their 
credit IS likely to be adversely affected Eedis- 
counting IS regarded as a sign of weakness by the 
market Besides, these bills cannot find a ready 
sale in the market so that they cannot be converted 
into money very readily 

(2) Joint stock banks prefer loans on the security of 

Government paper to bills of exchange from the 
Imperial Bank The reason is that in some respects- 
the Bank competes with other commercial banks 
and the latter v ill not like to give away the secrets- 
of their bill portfolio to their rivals 

(3) The system of cash credits is advantageous both to 

the banker and to the borrower The lending 
banker can withdraw credit if the financial position 
of the borrower deteriorates and the borrower has 
to pay mterest only on the amount taken advantage 
of by him This system stands m the way of the 
development of the bill habit in India 

(4) The Imperial Bank is prepared to discount bills- 

approved by it, but it has not laid down any 
standards to guide the banks by which the latter 
can knoiv whether a bill will come under tbe cate- 
gory of approved bills or not The joint-stock 
hanks cannot, therefore, depend upon rediscoimt- 
mg facihties being extended to them and they do 
not, therefore, discount bills of higher amounts 
than their own resources allow them 

(6) It is also suggested that the Imperial Bank charges- 
the same rate for discountmg bills from joint stock 
banks, sluoffs and merchants If special facilities 
are allowed to joint-stoek banks, questions of pres- 
tige -will not stand in their way and they will take 
to rediscounting with the Imperial Bank 
St!GGestio??s rou Developing the Bill klAEKCT ik Iehia 

(1) The Central Eanlong Committee recommend that 
when the Eeseive Bank is established its pubhshed 
rate should be the mimmum late -at which it is 
prepared to discount first class trade bills of member 
banks and the Bank should have fall discretion. 
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\ntli roparrt to rates for open Tnarlcot operations. 
“To stimulate the use of bills the Reserve Bank 
should use its discretion to charge a higher rate for 
doinand loans against authoiired securities and it 
inaA tind it useful to hare a largei margin between 
these rales at the outset than will bo nceessarj’’ 
nflei the bill maiket has dcs eloped Should the 
Bescrsc Bank find it neccssarj to discount the 
3 iaper of the public without bank endorsement, it 
should consider whether it should not in the fust 
few jcars at ain rate charge a higher rate of dis- 
count to the public than that charged to niembcr 
banks and bankers ” 

(2) Discounting charges are high at present and if they 

could bo lowered, the use of bills would be facilitated 
Tins happens when a person wants to discount a 
bill with a bank The latter will ebargo a liigher 
commission if the bill is payable at a place svlicre 
the discounting banker has no branch and it will 
liaae to collect the bill through another banker 
The banks in such cases should share the single 
commission between thcinschcs cqnallj' in place of 
charging double commission Tins can reduce dis- 
count rates 

(3) The Reserve Bank when it is established will be a 

bankcis’ bank and will not compete with commencal 
banks in ordinarj- commercial banking business 
and its position in relation to jomt-stock banks 
avail thus be dilTerent from their present position in 
relation to the Imperial Bank of India This wall 
dispel the present prejudice on the part of jomt- 
stock banks against cbseounting their bills with the 
Imperial Bank of India 

(1) The estabhshment of warehouses oi godowns in 
various parts of India would encourage the use of 
the bills because the finance bills would bo replaced 
by documentary bills which wmuld bo more popular 
watli banks 

(5) The stamp duty at picsent on bills is 1'^ pies per cent, 
which works out at annas per cent per annum 
as the bills arc usually payable at G1 days This 
18 a very high late winch discourages a greater 
use of bills The Royal Commission on Indian 
Currency and Finance liad recommended the aboli- 
tion of stamp duty on bills of exchange and this 
recommendation has been endorsed by the Indian 
Banlong Committee The latter Committee have 
fmthei suggested that it should bo given effect to 
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■within a period of five years to enable the Local 
Governments to make good the loss of revenue 
They have also recommended that as an imtial step 
the stamp duty on all hfils of exchange of Jess than 
one year’s usance should he reduced to two annas 
per one thousand rupees 

(6) Printed hill forms should be made available in post 

offices both m Bnghsh and the local vernacular 

(7) Customs govermng Hundis should be standardized in 

various pronnees so that then* circulation may be 
promoted If necessary, legislation may be resorted 
to in achieving the object 

(8) The notmg of dishonour and protest by recognized 

associations of bankers and shroffs should be 
vahdated to avoid trouble and expense to the oivner 
of the instrument 


The finance of agricultural industry can be promoted by the 
■use of biUs It can be divided into finance required for gww- 
rng crops and that required after the crops have been gathered 
"With regard to the latter it may be suggested that agriculturists 
may become members of co operative godo^vm societies The 
latter may dra’w four months’ bills upon the o'wners of produce 
and the societies can discount such biUs ■with central co-opera- 
tive banks and the latter m turn vmth other banks The owners 
of produce -will get finance from the godown societies 

A smtable form of agricultural paper -will take a long 
time to develop to finance the grawing crops The borro'wer 
may not grew the crop or natural calamities may destroy the 
crops if they are gro-wn Thus there does not seem to be any 
immediate prospect of the development of agricultural paper 
to finance the gro-wing crops 

Indigenous bankers and eo operative banks should 
co-operate to finance village bankers This can be done if 
indigenous bankers use commercial paper ■which is acceptable 
to the commercial banks Usance bfils can thus be encouraged 
for the finance of -village bankers by shroffs The absence of 
satisfactory documents of title -will in the beginmng prevent 
"their use, but if the parties to the bills are ■worthy of credit, 
such bills ■will be discounted by banks m course of tune 

There ■will be a difficulty regarding the financmg of culti- 
vators by -viUage bankers Bills -with fixed dates of maturity 
"Will not be smtable m this connection because cultivators 
can pay these biUs after sellmg their produce and the sale 
of crops -will depend upon the season , while the maturity of 
"the bills -will be fixed Eenewals of biUs -will thus be necessary 
"but the process -will be expensive and disliked by discounters 
Jn such cases dates of maturily may be fixed -with reference to 


CHAPTEE Xm 
Investment Habit 

BAMa^'G developmenfe depends very largely upon the 
groTrth of investment lialiit The latter in turn depends upon 
the vealth-prodncing capacity of the people of a country and 
upon their will and their power to save Wealth production 
in India is very meagre and the natural resources of the country 
are not properly utilized as to augment the national dividend 
The agncultunsts who constitute the bulk of the populatiou of 
India hare httle surplus even in normal times and those who 
have anj savings prefer to invest them in land and gold and 
Sliver ornaments The fall m the price of silver has robbed 
the cultivators of India of a great deal of their savings because 
the value of their silver hoards has fallen tremendously Most 
of them have parted with their silver boards to pay off the 
land revenue, rent and interest on money in the present depres- 
sion as the real burden of these charges has increased immensely 
with the acute fall m prices, specially of agncultnral commodi- 
ties The few wealthy agncultunsts who may have a surplus 
prefer to invest m land or jeueUery to mvestmg it in mterest- 
beanng securities about which they know precious little The 
salancd middle class invest their savings in post office savings 
banks, postal cash certificates, etc The c6mmerual com- 
mumty prefers to invest its surplus funds in treasury bills or 
short-term deposits Share capital and debentures are also 
purchased hv people of this class and this was specially the 
case dunng the war penod 

Investment in land appeals to Muhammadans also because 
the Koramc injunctions forbid mterest Appreciation m 
capital value is not regaided as mterest and, therefore, real 
estate is the only means of investment for the orthodox: section 
of the Muslim commumty 

Xext to land, jewellery is the most common type of 
investment for all classes of people m India This is a practice 
rooted m ancient custom and usage Hindu women are 
debarred from receiving any share of immovable property 
and, therefore, the giving of gold and silver ornaments to 
them as Stridhan at the time of mamage has become common 
Tanons economic and social causes in the past have influenced 
the investment of savings in the form of jewellery The lack 
of banking facihties in the early days, and the absence of suit- 
able means of investment ensuring safety and easy reahzahihty 
of savings have promoted this habit 

With the introduction of the bankmg system and the 
spread of education, a reduction m expenditure on ornaments 
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and jewellery has been discernible The Punjab Banking 
Committee confirm this view when they write that “ the 
immemorial custom of putting sayings, and also a proportion 
of borroviings, into jewellery is begmnmg to weaken For 
the moment the change appears more marked than it leally 
IS, since much of it is due to trade and agricultural depression. 
But below this strong surface current may be clearly discerned 
an undercurrent flowmg m the same direction and generated 
by deeper and more permanent forces Amongst the latter 
are education, the rising standaid of Imng with its greater 
demand for money and wider faeihties for investment Tt 
will thus be seen that the preference for jewellery is not 
permanent , but by means of education and sustamed propa- 
ganda of banking habit, the prejudice m favour of jewellery 
can be removed gradually 

The prevalence of hoarding habit is a great impediment 
in the way of the development of banking habit m India 
India has been called “the sink of precious metals” and this 
impression is very strong both outside and inside India 
‘Hoarding’ is a term ■winch is loosely used and no distinction 
IS made by those who refer to it between the locking up of 
surpluses in gold or silver bnlhon oi coin and the industnal 
use of precious metals The vieivs of committees and commis- 
sions of experts do not confirm the view that hoards in India 
are unduly large The foUouing extract from the Beport of 
the Babington Smith Committee of 1919 may be quoted on 
the point — 

“It has frequently been alleged that an undue proportion 
of the woild's gold supply is absoibed by India It must 
be remembered, however, that the population of India exceeds 
315 millions, and that the use of gold plays an important 
part in social ceremomes sanctioned by lehgion and tradition 
Presents of gold or silver ornaments are obhgatory at weddings 
and on othei ceremonial occasions and this custom is supported 
by the practical consideration that a woman, whether Hindn 
or Muslim, who possesses gold and silver ornaments, or coins 
converted into ornaments, is entitled to hold them as her 
personal property It has also always been the habit in India 
to use the precious metals as a store of value, and to hold 
savings in this form , nor, until bankmg and investment- 
facilities have been extended, and the habit of usmg them has 
been acquired by the people of India, is it easy to see in what 
other form savings can be accumulated We do not, therefore, 
consider that the quantity of gold taken by India for all pur- 
poses m the period before the war was disproportionately 
laige in relation to her economic conditions, and it must be 
assumed that so long as existmg conditions prevail, India mil 


^ Punjab BanKmg Committee’s Report, paia 226 
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■continue to leqniie a considerable quantity of gold for the 
qiurposes named above 

The External Capital Committee of 1924 expressed a 
■different neu -when they urrote that India possessed a large 
amount of potential capital -aliicb ivas locked up in gold and 
je-weliery, and they ivere of opimon that as the net imports 
of gold and silver since 1913 amounted to 482 crores, it ivas 
enough to shmv that large resources n ere stiU bemg hoarded “ 
Tlie Eoyal Commission on Indian Currency and ITinance also 
held the same vierr and said that India s demand for gold 
Tvas not confined to monetary uses, but gold n as largely used 
for purely social purposes Their recommendation for the 
introduction of savings certificates payable in gold ivaS designed 
to attract “stores of vealth, great in aggregate, and at present 
lying irastefiiUy mert, to their nght function of meetmg the 
needs of India for productive capital expenditure ^ 

This question also came before the Gold Delegation of 
the Fmancial Comnuttee of the League of Jfations irho m 
their interim report made the following reference to the ques- 
tion of the absorption of gold by India — 

“From time immemorial, the population of India has 
purchased very considerable quantities of gold During the 
war vears India vras imable to satisfy her needs and she 
consequently effected exceptionally heavy purchases about 
1924 In the last four or five years hovever, her demand 
has dropped back to between 80 and 90 million dollars per 
annum — a rate of consumption rather less than that of the 
last pre-war qumquenmum We understand that attempts 
are bemg made to extend bankmg and mvestment habit m 
India, but we do not think it would be safe to anticipate any 
material reduction m the Indian demand for many years to 
come 

The Fmance Member in his Budget Statement which 
he presented before the Legislative Assembly m February 1933 
remarked on the point as below ~ 

“I wish to remind the House that even though the 
amounts exported have been very large, the figures are stiU. 
small m relation to India s resources From September 
1931 up to the end of December 1932 India had exported 
slightlxf ovr 14 miUion ounces of gold As compared with 
-y-iis the imprts between Apnl 1926 and September 1931 
■ ^*^^6ded 15 n ilbon ounces so that m spite of the enormous 

3 0/ tue iMtiin'jiun tirmui p na 

4 ttic external Cay^tal Committee, para S 

iQoo of the ftoyal Commis‘<ion on Indian Currency and Finance, 

paras aiAd bS 

Report' oj the Gold Delegation of the Financial CommiUee 
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amounts hitherto e\poilccl, mo are not yet back to uhcre 
sve ucre m April 1026 It uc go furtlicr, the results are still 
more striking The net imports from April 1922 to March 
1930 ex:ceefled 28 million ounces, and this moans that India 
can go on cxpoiting gold until the total quantities have risen 
to three times the amount of nhat lias alreadj been exported 
and still haio more gold in hand than she liad eleven years 
ago 

The MOV of the Indian Contial Banking Committee on 
the point IS as belov — 

“tfaving examined the question in the light of the informa- 
tion available to us, despite the absence of complete and 
reliable statistical information, ve see no justification for 
the -widespread belief that India h.is absoibed and still absorbs 
an undue proportion of the world’s gold supjily and that the 
accumulated treasmo of centuries has been lying m hoards 
buried deep in the ground oi hidden in the houses of the 
people In the days vhen life and piopertv vere not safe 
and vhen banking facilities vere not available, hoarding was 
inevitable Social and economic conditions also influenced 
the predilection of the peojilc for the precious metals 
Circumstances base, hovever, altered materially during recent 
years and there is little cx idenco of hoarding of precious metals 
in those days apart from the use of oinamcnts 

The following table shows the value of miports and 
exports of gold to aud from India foi a number of years '' 


Value of Import'! and Eipoits of (joUl com and bulhon for 
LOch qmnqucnniuvi [avoage) f)om 1900-01 to 1921-25 and 
for each of the official ycais ftom 1925-26 to 1929-30 
{Lahhs of Rupees ) 


Net 






Impoits 

lilvporls 

impoits— 






or exports i- 

Average for 

1900-01 

to 

190 1-05 

15,07 

8,81 

- 6,23 


1905-06 

to 

1909-10 

17,50 

5,75 

-11,75 

j* 

1930-11 

to 

1914-15 

29,92 

1,58 

-25,31 


1915-36 

to 

3919-20 

19,05 

0,23 

-13,42 

JJ 

1920-21 

to 

3924-25 

30,15 

7,74 

-28,71 

1925-26 




35,23 

38 

-34,85 

3926-27 




19,50 

10 

-19,40 

1927-28 




18,13 

3 

-18,10 

1928-29 




21,22 

2 

-21,20 

1929-30 




11,23 

1 

-14,22 


® Seo the Indian Burl jet Slalcmcnl for 1912-31 Also my aiticlo 
in The India To morrow, Wednesday, 21st June 1933 for further 
infoimation and ciiticism 

r The Report of the Indian Banhmq Committer, -p 437, para 038 
® Report of the Controller of the Cuircncij, 1020-30, p 50 
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The table shows that since the year 192“)-26 gold imports 
nrc declimng and the yearly Beport of the Controller of tlie 
Currency for 1929-30 shons that “the net pni ate consump- 
tion of gold in India may bo considered to have fallen from 
twenty-one crores in 1928-29 to sixteen and three-quarter 
nrores m the year under report The low prices reahzed bv 
India’s crops naturally reduced the surjilus available for the 
purchase of the precious metals and later in the year the 
lieavy fall in the price of silver increased to a certain extent 
the demand for it mstead of gold The low rates of exchange 
which pievailed throughout the year also made the price 
sbghtlv dearer Apart, however, from these obiious factors, 
there does appear to be a steady dechne in India s tendency 
to import gold for private use 

Extensiok of Paciuttes foe, Inxestuem 

Though the fact of the existence of large hoards in India 
may be doubted, the necessity of developmg deposit-banking 
in the country must be emphasized Tlie remarks of the 
Indian Bankmg Committee in this connection deserve quota- 
tion They vnte, “We should like to emphasize the 
possibihties of developing deposit banlung in this country 
The feu existing branches of jomt-stock banks and co opera- 
tive mstitutions m the cities as well as in the mofussil have 
been successful in drawing out small savings of small people 
in urban as well as rural areas A good deal, honever, yet 
remains to be accomphshed The man in the remote mteiior 
has vet to be reached Slender savings of small men ei'eiy- 
where have yet to be garnered We have no doubt that if 
systematic propaganda for stimulating savings and cultivatmg 
the mvestment habit is carried on throughout the country 
and if the facihties for investment are extended, small men 
with savmgs would not be slow to respond Savings Associa- 
tions founded on the hnes of similar associations in Great Britain 
vail undoubtedly be of great assistance in cairying out sys- 
tematic propaganda for the development of the mvestment 
babit ’’ (Paragraph 612 of the Repoit) 

Suggestioas fob Peomoting Thrift 

(1) Post Office Savings Banks can promote thrift and 
mvestment habit to a much greater extent than has been 
the case so far Their principal object is to inculcate habits 
of thrift among the vorkmg classes and the lower and middle 
aeclions of the people m India Labourers and artisans and 
the peasantry specially, have not developed the habit of 
4epositmg theu savmgs in the Post Offices 


Report of the pojHrolUr of the Currmey, 1929-40, paia 12 



INVESTMENT HABIT 


141 


At present tlie limit of deposits and tlie total balance 
"that can be held by a single depositoi aie Rs 750 and Rs 5,000 
xespectively Tlie maximum balance that can be had to the 
accounts of minors is Rs 1,000 These limits can be raised 
to higher figures, say to 1,000, 10,000 and 2,000 respectively 

(2) Post Office Savings Banks can open current accounts 
■with or svithout inteiest and can allorr depositors to vathdiaw 
money by cheques The Indian Banking Committee do not 
favour this pioposal, but they suggest that “ ersons having 
savings accounts should be allowed to operate on these accounts, 
and to make deposits by means of cheques, the proceeds of 
-cheques m the latter case being credited to the depositor’s 
account on collection The system may be first introduced, 
ns a tentative measure, in selected Post Offices and gradually 
extended as expeiience may justify Accounts may be allowed 
to be opened jointly m the names of two persons payable to 
either oi suivivor It would be a great convenience if the 
-depositor weie allowed to name a nominee to whom payment 
of the deposit should be made m the event of his death The 
piesent procedure necessitating an examination of the legal 
position of hens entails delays ” (Paragraph 640 of the 
Repo) t ) Theie does not seem to be any reason why Post 
Offices should not open current accounts and allow withdrawals 
by cheques piovided cheque forms are available pimted in 
local vernaculars The services of clerks having experience 
in banks may be availed of or the Imperial Bank may depute 
its own men on payment to work in the Post Offices and this 
•experiment may be tried in selected Post Offices and extended 
if it IS found to work satisfactorily 

(3) Postal Cash Ceitificates can form another medium 
of the development of investment habit They have drawn 
out a considerable amount of savings of small people to whom 
they have proved attractive Their popularity could be 
increased if a holder of them wore allowed to nominate a reci- 
pient in case of death The maximum investment in them 
cannot exceed Rs 10,000 at present in the case of a person 
nnd this limit can be considerably raised to advantage The 
provident fund of a large number of employees is deposited 
in Post Offices m the name of the employers and the hmit of 
Rs 10,000 forbids any larger portion being invested in cash 
•certificates If an exception could be made in such cases. 
It would bo of great advantage to employees Some people 
suggest the abohtion of these certificates The yield on them 
is higher than on deposits in banks and, therefore, they compote 
with banks This view does not seem to be sound 

(4) Savings Coiificaies payable in gold — The Royal 
•Commission on Indian Currency and Finance in 1926 recom- 
mended the issue of “ ‘on tap’ savings certificates, redeemable 
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Banks also can popularise tlie gilt-edged securities to 
a greater extent than tkey do now by reducing then charges 
ior the purchase and sale of scrips, collection of interest, 
safe custody, etc They can also offer easy terms for the 
■purchase of securities in instalments as is done by the Imperial 
Bank of India to promote new floatations 

(6) Investment in industrial securities is made by a wide 
nircle of people AU over the world there are people nho are 
not satisfied rvith a low yield and are prepared to take risks 
~bj investing money in sliare capital and debentures of concerns 
which oflei the prospect of a higher yield than that of gilt- 
edged securities and in which the value of capital can also appre- 
ciate In normal times no difficulty is experienced in finding 
•out capital for jomt-stock concerns m India provided there 
are good prospects for the concerns , but there is no regular in- 
vestment market in the country Investment bankmg institu- 
tions Avliich can investigate mto the possibihties of industrial 
concerns do not exist here The facihties of undeiwriting 
•shares and of marketmg industrial securities are not very good 
in this countrv The promotion of such institutions ivill help 
in floating sound concerns and in marketing their securities 
and will also inspire pubhc confidence m such forms of invest- 
ment There aie stock exchange markets in Bombay, Calcutta 
and Madias which direct the flow of capital to industrial enter- 
prises by providing a market for the purchase and sale of 
Tecogmzed scrips They do not exist in othei provinces 

(7) Insurance compames in every country are a good 
means of promoting thrift and saving and also of directmg 
the investment of capital mto industries In India, such 
concerns are non-Indian, and the question of investment of 
their funds is one of pecuhar mteiest from the point of view 
of developing the banking resources of the country A large 
portion of then income is invested outside India and they 
should be compelled by legislation to invest a fixed poition of 
their premia in approved Indian securities and to place 
an mitial deposit with Government The Central Bankmg 
Committee recommend, “We consider it essential for the 
economic development of the coimtiy that aU insurance 
compames doing business m it, whether Indian oi non- Indian, 
should, by a judicious investment of then funds, assist in the 
promotion of pubhc utihty undertakings and the finance of 
the trade and industry of the country generally We, theie- 
fore, recommend that legislation may be undertaken to render it 
obligatory on all insurance companies, Indian as well as non- 
Indian, to lodge an imtial deposit with Government and to 
invest, and keep mvested, a fixed proportion of their premia 
iunds in approved Indian securities ” (Page 445 of the Report ) 

(8) Many private and pubhc employers have started 
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tion'i of till' Ihlton oiiJifr )u< bun r« cjiojjvjbb' 

for tbo jrront'i of tlu tbirpiP q itnt in tb*' uimitn lln Inilnn 
BunbiuK f ommUpH' u<-ito in tlii“ lounutiou, ‘fjinbnu i. 
forthcninnn: from ill dm c twin*' of n f^nb'd inti.d iinni'-o in 
the nninbir of ilti'qm'-. nlmdi diih pi^- lbri>!)c)i Ho f 1/ ‘nne 
HoiKt-' T)i( rudil abolition of tbf Mninp diiti on (1 k(Jih> 
jijip'Mrs to !n\( conttibnluf im!trnl!\ ton inori' oxlin'-iso 
u'f of (iif‘ cliiqiK not oni\ in tb( l*r< ^idi'm \ tov ii'- oi'd ofbtr 
bi »4 (oniinorciil unlrcs but ibo in tb» inofu‘-'’il Ibo lO* 
opcr.i'nc b'lnU'^ nf^'O rnordid i iki in tbo mnnbor o’ inw 
■’ccounts opimd md tbo ihoqiu^ ui-nf'd b\ (Ik in linn ih 
lionoirr, htil! n lir^i portion of (bt jiojiuhtuin to v bom Oh 
thoquo M '•tom is n nnston J1 loi'- u! (o utHbr^tind tiui 
npproinlc tlu' fnciliti, and tbo sunritv a ibotjuf' cnrrduv 
‘dtords both to tin drns.tr and tin jiisu- ” (f’lrqriph (>s>t 
of tfie llrpriTl ) 

11k ilhttrics of tin pioplt idinds m tbf n i% of tbodisr- 
io))nHnt of tbo ibujin b ibit lii'ibinm sj st* in iiooc-.int'itos 
an (kincntars rdiu ition nid a knovtcdp- of rt idtinf and nrit- 
jji" \ rnsnrt* on tbo oiioqiif form riti itt s tbo {btquo 

and ns cbcqno forms art, prmtod uml nri roquirtd to bs nritlru 
in the rnglisb lin"anf:o Kt ludn in tb< v..i. of ans vMdo adoption 
of Ibc ciieqm bnbit ft i«,lhir( foM ^fr^ nui’'«"n tbit rbaqiH 
fonns Bhonld bi piiritod in locil itniioiilirs nbo ‘■idt bt ndo 
sutb Kn"bsb Ofbor rioninnnmditions of Dm Ctnti il IlnnK 
in" ComniiUoc to promote tin live of tin f hi quo BjBtem in Die 
countn mnv be quottd in » rtemo IIhj nrUe, "Oosenuneut 
enii assist matennlh in ajm iduiu the ebtque KjsUm in rnrd 
nreis by neicpting frteh pnMnnii of land rcstnne bs eb' qne 
Sufh piiments .ire non, nmler leilnin londitmns icctpttd 
,it trcnsmifs nhicb .ire minnKut bj the br.inches of Dm Jmpcnnl 
Jjinl. of India Veiv fow people an, boneser, in n position 
to as .111 tlmmselses of this faeihts The nnnilxi of aneb 
branches is limited and tbiy ue siluated niosth at district 
Ik idfiuarleis It is, tlKiefon, sn^fjosted lb it the f.icibties for 
pavincnt of land rcstnne by tJieepio mar be extended to 
talnqa sub tn isunes and district trc.tsunts We rupport 
tins hiigpestion It is ulso hviggested tu.vl nil matoual par- 
jncnls Rbonld be made by Gos orinnont be tlu epic " (Para- 
grajib GOo of the JUpotl ) 

Local bodies can i-imilarlj encourage Dm use of cbeejucs 
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The Indian Banians; Committee “ recommend that all mnnici- 
palities and other local bodies sliould bo asked to consider 
the feasibihty of making and accepting payment by cheque 
on account of salaries to some of their employees and other 
items of receipts and disbursements ” 

Banks can encourage the use of cheques by giving adequate 
facilities foi prompt encashment over the countei 
Merchants and businessmen should also as far as possible use 
cheques in place of currency notes and rupees in the settle- 
ment of transactions and in moving crops in the countiy 
If the cheque habit ividelv develops m these markets, banlcmg 
habit vrill increase to a great extent vitli small traders The 
circulation of cheques in the money market and the mobihty 
of the banking resources of the country depend largely on the 
facibties provided by banks for transfer of funds from place to 
place 

(10) Savings associations ought to be started in India 
to stimulate thrift and savings among the people Such associa- 
tions -were started m England dm mg the war to x>romote 
the issue of war loans and their activities have been continued 
in the post-war period on account of their success There 
18 now a National Savings Committee in England, gmding a 
large number of National Savings Associations m the country 
These latter associations have been formed to help their 
members to invest in the National Savings Certificates Such 
orgamzations, if widely scattered in a countiy, have important 
educative effects and render immense service to the develop- 
ment of banking They encourage small savmgs by active 
propaganda and by providmg means for the collection of such 
savings and by gettmg them invested in good securities The 
formation of sucli associations should be encouraged in this 
country 
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Regulation of Banking. 

■RA^KI^G iii'^titutions arr ontnislcd \Mni thccicli rf sources 
of the people u»l therefore 1hc\ fvertise a arrv poaerM 
influence njion then ( cononne life B inkinii Inistness is of a 
quasi nuhlK nature and the intorests of dopositois upon 
whose confuhneo the I'rowth of banking di'pends, must be 
protected hj Icgi'lition In some foim or other Kstnctions 
ire imposed* upon b uiking business in ill countries according 
to tluir nquirements bonie countries like the USA md 
Can Ida Imc S])ecial hankingl iws , whereas others like End ind 
md India regulate their hankin" business h\ Comiians Law In 
England matters not cos ere d by the Comp m\ Law aregoserued 
hy ti-adition and conscnlion which hise grown up in course 
of time 

Position in Indi\ 

In India banking business is goserned b\ Companv Law 
Tarious mitters connected with the piomolion. audit balincc 
sheet, winding tip etc of banks ar< reguhted hN the Indian 
Companies Act In certun respects, the Act dilTorentntefa 
hetiTccn banking corporations and non hanking concerns and 
some of Its proMSions apple specialle to hanks 

fecction 1 of the Companies Act pros idcs th it if the number 
of p irtncrs m a partner'hip business exceeds t< n, they c mnot 
cany on hanking business without being registered as a 
company section 32 reqiurcs the prcparition of an annual 
list of members md its filing with the Registrir aiul Form E 
requires banlung companies to show a list of all Iheir places of 
hanking husines'- Section 132 prosides tint the balance- 
sheet of a bank should conform to Form F as nearlj as po-'Siblo 
and with regard to hook debts, «ccuroil and uusocurttl debts 
base to be shown scparitely mil the hanks need not shosr 
the proMSion they make for bad md doubtful debts Accord- 
ing to bcction ] 30 a limited banking company Ins to make a 
statement m Form G in the Third Schedule before eominencmg 
business and thereafter halt-yearlj The Goiernmeiit is 
empowered hy Section 13S to appoint inspectors to examine 
the affairs of a banking companv m case members holebng not 
less than one fifth of the shares issued apiily for it The provi- 
sion m this respect for other concerns is eiiffercnt According 
to Section 146 the aiuhtor should base access to the hooks of 
blanches outside Ineba of hanking concerns and it is sufficient 
if access IS allow cd to extracts from hooks sent hy the branch 
to the head office Section 259 requires a banking company 
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■wlucli Avas in existence on May 1, 1882, to inform account liolders 
of its intention to register as a limited company at least 30 days 
before registiation 

Tlieie IS a good deal of truth in the stateipent that the 
Indian Coinpames Act touches only the fringe of the problem 
of banlang legislation and there should be some legislative 
control over the opeiations of those banking concerns vhich 
do not come under the Indian Companies Act In 1013 the 
Government of India consulted the Local Governments on 
the point It was not intended to legulate induslnal banking 
but to regulate only such concerns as partnerships and 
individuals ayIucIi vreie cairying on banlang business on un- 
sound hncs The replies leceived veie m favom of legislation 
requuing that mstitutions calhng themselves “banks” should 
be registered under the Indian Companies Act and that they 
should confine themselves to bankmg business only 

Commenting on the need for a special Bank Act foi India, 
the Indian Central Banking Committee VTite, “We are not in 
favour of elaborate banking regulations and restrictions deal- 
ing with matters which had best be left to the discretion and 
sense of responsibility of the directorate and the management , 
such restiiclion is at times hkely to do more harm than good 
and to hamper the activities of banks At the same time, 
we are of opinion that the existing provisions in the Indian 
Compames Act govermng banking compames aie inadequate 
Several important matters having a vital bearing on questions 
such as the imtial orgamzation of banks, then efficient 
management and stability, provisions for supervision and 
examination and publication of accounts, the safety of share- 
holders and depositors and the development of banking generally 
on sound Imes remain to be provided foi We do not 
suggest that it is necessaiy to pi o vide for all these matters 
by legislation Some can be met by smtable provisions m 
the Memorandum and Articles of Association of the different 
banking companies according to their respective requirements, 
subject to the approval of the Registrar of Joint-Stock Oom- 
pames , some might be left to the contiol of directois and the 
supervision of auditors , while some rvould be untliin the pur- 
view of the Reserve Bank w'hen it is established Nevertheless, 
thoie will remain ceitain matters which, in our opimon, will 
have to be provided for by legislation 

The existing legulations can be amplified m tu o ways 
firstly, by a special Bank Act and secondly, by amending the 
Indian Compames Act in a smtable manner and clearly the 
former alternative is more desirable This view has been 
taken by the Indian Banking Committee also 

1 Report of the Indian Central Ranking Committee^ pp 450 and 
451, paia 671 
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-stipply a means of ready reference and prompt decision, open 
do the hank cleik and public abke 

The Royal Commission on Indian Cnriency and Finance, 
1926, suggested that “the teim ‘bank’ oi ‘bankers’ should be 
interpreted as meaning every person, firm or company using 
in its description or title ‘bank’ or ‘banli.er’ or ‘banlang’, and 
every company accepting deposits of money subject to vrith- 
diaival by cheque, draft oi oidei 

The Commission did not think that indigenous banlang 
should be covered under banlang regulation vithout further 
consideration of the subject “Wliat is really needed is a 
register of bankers vithout a hard and fast definition and we 
are of opinion that the situation in India as regards indigenous 
bankers mil best be met by an arrangement for the enrolment 
of such bankeis as members of a recognized association ’’ 
{Bcpoit of ilic Indian Banlinq Commiitee, page 136, paragraph 
681 ) 

A Rankers’ Association should be foimed and the members 
of that association may add to their name the appellation 
■“Mcmboi of the Rankers’ Association’’ nhich mil give lecogni- 
tion to the members as bankers 

licensing of Banls 

It -was suggested before the Indian Ranking Committee 
dbat all conceins carrying on banking business eveept Indian 
joint-stock banks and co-operative banks should take out 
a hcenco which would impose certain obligations on their 
working The Indian Ranking Committee do not favour 
■tins suggestion as it would be unfau to the indigenous bankeis 
who nov supply a good deal of finance in India They recom- 
mend that banks, Indian or foieign, wishing to do banking 
■business m India should be required to take out a licence from 
the Reserve Rank when it is estabbshed This will give the 
Bank some control over the banks in India Licences should 
be freely granted to the existing bankers in India and it would 
be the duty of the Reserve Bank to see that the terms of hcence 
are comphed mth 

The object of the proposal “is to ensure a systematic deve- 
lopment and extension of joint-stock banlang and not to 
impede m any wav free competition Having regard to the 
present stage of literacy of the people, we consider it essential 
that a bank should be organized on certam lecogmzed princi- 
ples of banking and that no mstitution calling itself a bank 
should start operations without obtammg a licence from the 


2 'Jaw of Banking', bv &u John Facet, quoted b> the Indian Bank- 
ing Committee on pp 453 and 454 of theii Biport 

=> Report of the Roial Commission on Indian Currency and Finance, 
1026, para 102 
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He'serve Bank Having regard also to the present stage of 
development of hanking in the country, ve consider it essential 
that there should he a pohcy of encouraging evpansion of 
hanking in areas v here there is need for it and discourage the 
mnltiphcation of hanking institutions heyond the needs of 
hnsiness in particular localities We have no doubt that the 
Eeserve Bank -wonld he vilhng to encourage the expansion of 
hanking as much as possible and that its policy in granting 
hcences vould be influenced solelj by the considerations of the 
econonuc mterests of the country {Report oj the Indiate 
Banluig Committee, paragraph 6S3 ) The opening of a new 
branch by an existing ba^ should be subject to the pemus- 
sion of the Eeserve Bank 

The Act should further provide that any institution 
operating in India, bamng foieign banks, should have a 
majority of directors who are Indians This is necessary 
to prevent the control and management of a service of national 
importance as banking passing into the hands of foreigners 
It vould not be possible to follow a pohcy in the interests of 
India unless non-nationals are prevented from having a pre- 
ponderating voice in the management of banks in India ^To 
new bank other than a foreign bank should operate in Incha 
unless the majonty of its shareholders are Indians ■* 

The combination of banking business inth other activities 
should be prohibited because banking and trachng cannot go 
on side by side successfully Hany banking institutions 
failed in the past in Incha because they combined trading 
operations also with their banking activities and the case of 
the Alliance Bank of Simla can be cited on the point 

The Bank Act should specifically prohibit the organiza- 
tion of a bank on the managing agency system and subsequent 
arrangements for conducting the management of banks accord- 
ing to the system should be made null and void 

The Act should prescribe a nummum amount of capital 
for a banking company without winch it should not be able 
to commence operations There should also be some defimte 
relationship between the authorized and subscribed capital 


Pangraphs 6S9 and 690 of the Indian Ban! ing Committee's 
Report Some of the members of the Indian Banking Committee did 
not agree with ,this a lew and held that no restrictions should be laid 
down b\ Ian oil the nghts of shareholdere to choose their own directors 
and on the transference of shares and that these matters mav be pro 
vided for m the Articles of Association In this connection it ma\ be 
said that if provrsion of these matters in the Articles of Association is 
compulsory the effect ls the same as if th" provision were made 
hi law If it IS not compulsorv, Indian interests will not be served 
bv lack of provisions in the Articles if no provis on is made there 
Legislative provision is, therefore, better than provision m the 
Aiticles of Association 
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and between tlie subscribed and paid-up capital In this 
-connection a very bigli minimum should not be fixed which 
may prevent the formation and growth of small banks in areas 
which are not sei\ed by banks at present In the existing 
stage of development of banking in the country a minimum 
capital of Rs 50,000 should bo sufficient A new bank should 
not be registered under the Act unless it has a paid-up capital 
of Rs 50,000 The authorired capital of a bank should not 
“be more than double the subsciibed capital and the paid-up 
-capital should be at least 50 per cent of the subscribed capital 
before commencement of business At present the Indian 
Companies Act does not make provision in these lespects and 
the result is that concerns can start with a very high author- 
ised capital to mislead the piibhc inth regard to their 
■resources and paid-up capital is usually very small In 
1927, “six out of the sixteen banks that failed or went into 
Iiqmdation had practically no paid-up capital ” These provi- 
sions of minimum capital should apply to concerns with hmited 
Iiabihty only 

Rcgisiri of Memhet'^ 

The Indian Companies Act provides that a register of 
members should be maintained and an annual list of members 
■prepared The new Act should provide for the mamtenance 
of a separate index of the names of members of a banlang 
Company to facihtate ready reference and inspection by share- 
holders as is done under the Bnghsh Companies Act 

The new Act should also provide that banks doing their 
business in India should keep a separate register of shares 
•owned by non-nationals 

Eegishatxon of Tiansfer of 81m gs 
According to the Articles of Association, directors can 
geneiaUy refuse to register the transfer of shares -without giving 
any reason Some witnesses suggested before the Indian 
Banking Committee that this power should be demed to the 
directors in case of fully paid-up shares or that they should be 
compelled to assign reasons for then refusal The Indian 
Ranking Committee do not ivish to restrict the discretion 
■of the Board of Directors, but suggest that this provision can 
be inserted in the Articles of Association if the promoters or 
shareholders thmk it necessary to restrict the powers of directors 
■with regard to registration of transfer of shares (Paragraph 
699 of the Report ) 

The Articles of Association of banking compames prohibit 
.a member from bemg present at a meeting to exercise the 
power of votmg unless he has been in possession of shares 
for a certain period of tune before the meeting Some people 
-think that the period should not exceed six weeks and that 
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tic directors slionld lie prevented from nndidy putting off 
legistntion of transfers to bring a shareliolder vitlim the 
purview of tie clause The Indian Banking Committee in 
this connection write, “We are of opinion that it is for the 
company to provide m the Articles of Association the period 
dunng which a member should have held its sliares before 
being entitled to take part m its proceedings In order, how- 
ever, to present nnneeessaiy delay in tlio registration of 
transfers, wo recommend that there should be a provision 
m the Bank Act requiring the directors to decide vitliin tvo 
months of the date of presentation of transfer deeds to the 
bank whether the transfer shall be legistered or not “ (Para- 
graph 700 of the Indian Banling CommiUee’s Jlepoit ) 

Itegishatwn of Moilgagcs and CJiaigcs 

According to Section 109 of the Indian Companies Act 
particulars of chaiges and mortgages created by a bank on. 
Its oun assets have to bo registered uith the Ecgistrar Such 
documents should also he registered uitli the Eegistrar of 
the province svheie the bank has branches to enable people 
who deal svith the branches to have a better means of ascertain- 
ing the nature of such transactions which affect the credit of 
the bank and this suggestion has been endorsed by the Indian 
Banking Committee in Paiagraph 701 of their Report 

If a bank acquires assets subject to a prior charge and if 
those assets are such that a mortgage on them vould have 
been required to be registered according to Section 109 vuth 
the Eegistrar m case such property were ouned by the bank, 
the bank should get the particulais of such prior charge 
registered It makes no difference u bother tlie bank itself 
creates such a charge oi acquires assets subject to a prior 
charge This provision should be mtroduced in the Bank Act 
The recording of the satisfaction of a mortgage before the 
Eegistrar under the present law is not compulsory This 
should be made compidsory 

(2) 3Lvji-AGEur:>a' 

Ptovmon of Reserves 

The soundness, stability and reputation of a bank depend 
upon the allocation of a portion of its profits to the bmidmg 
up of strong reserve funds uhich may be utihzed in times of 
need In various countries, banks are compelled by law to 
allocate a certam portion of their piofits to reserves before 
distribution of dividends to shareholders In America under 
the hfational Bank Act every banlc has to allocate 10 per cent 
of its net profits to reserve until the latter reaches 20 per cent 
of the capital The Bank Act of Canada lays doivn that the 
rate of dividend cannot exceed 8 per cent per annum imtil 
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tho rcsone fund ik eqinl lo .it Iciit .fO por cent of the ]>aul-np 
'Capitnl In .l.xpnu tiic Vet of ld27 proxidcs tliit no dividends 
can 1)0 dooUred until one-tenth of Iho profits is appropriated 
to resone fund In India iKo somelluns: should be done in 
this comieitioii Tho Indian Binkin<!: Coinnntteo iiiite, “We 
cannot too strontdv empln^-i/e the fut that tho firbl essential 
of a banlvinK Msteni is homid nianneemeiit and that if that 
IS M.intuift, no lecrtsl itiM ])ro\ision for slieiifttheniii!? its 
re«trxos or its hninuil poMtion Mould be of much 

ax ad In view, liowiier, of the fiit lliit bankni" m this 
fonntrv is ^et m its mf-iiKs vo ruoniinend that theie should 
be no (list iibuf ion of dnidind in am veai until a bank has 
set aside, for beiinj t iken to llu> reicne fund, an amount equal 
to at least 2J p( r tent of its paid up lapital and that this 
rostrution should he in opi^rition until the u-sirve fund equals 
the paid up oitjiilal (I’a^e 1<>3 paia;;raph 70t of the Jifpott ) 

There is also i lerv eieil noecsstu for the formation of 
secret resenos whieii ein In iilihred to nuet nnfoiescen losses 
without loiuhmir the reserve fund disclosed m tho balance- 
sheet The imnmuim jinsirihid I13 law is ropatded as the 
maximum foi safetv In banks and tint is the reason ''why 
tho lefpslaturc poiicndh shmiks from iec:nlaii/in>i bj* law 
iiuittois sneli as Ihtse, thertbv Inkin’; otT the shoulders of the 
inana"enu'nt tluir respomihihtv in re^ird thiielo ” Considera- 
tions of sound manatrunent reqnne that managers of banks 
Phould not remain bati'lhd with the lUocation of tho minimum 
iimoimt provided bj law to bo oanied to the lesene fund 
They fihoidd add to flu rosene fund adeqiiali amount nftei 
TovieiMiig the position from v’l 11 to \cai 

i osilioii iKjauJtng Crt‘>h Rc')rnc'i 

Cash lesenes of an adeqnile amount sliould be kept 
by banks to ensure sohenev and to prevent a mu on them 
bj the depositors Demand liabilities must be piomptlv 
rnct othciMise solvonev' might be endangered America is 
the onlj eonntiy wbere mnmnnm icscne lequncmonts for 
eommereial banCs have been laid down bj^ legist vl ion blatu- 
lorv provision on the mattci is not necessary beeanse tho 
statutory iniiiimnm may be icgaidod as the maximum bv 
tho anthonlies of tho banks and legal leqimements e.m also 
be evaded ui many wa^s The question of in tor-i elation of 
reserves, deposits and loans and the mauiteiianee of adequate 
fimd resonrees to meet the day-to daj leqmrcments and to 
meet time liabiliUes are inatteis which have got to bo left to 
the disciction of the diiectois of banking institutions On 
the cstabbsliment of the Ilcscne Bank, the member banks 
will be requiied to keep a deposit of a certain percentage 
of their time and demand liabilities vvitli tho Bank in addition 
to their till money This wdl bo a very groat impiovcmont 
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on the CM'^ting position rejr'mlinjr the nnintemnce of nslr 
Tc^cncB and it amH also cno the ntpe's'san niabilitr to the 
cash resources of ranons timhs 

Brgiitaiwn of Tonnt 

Prudent Innhin" requires sound policj regardme: loans 
Utany sucreestions ean be made to aduese tins object The total 
clean ad\ ances made by .a b mk or ad\ ances air.unst immoa able 
property should not exeoed its jmd up capital There should 
be 1 limit to the advances "ranted to in indnadual vitbont 
seenntr More than a certain amount should not bo lent to 
au indnidual or a business concern and tbo limit should be 
absolute This is to ensure a wide distnluition of risL'i 
These matters cannot, of course be subjected to hard and fast 
rules and should therefore be “ left to the discretion of the 
mmagement and the control of (he Board of Directors ” 

I cans should not be made on the security of its oun stock 
bj a bank Such loans can lead to abuses ubich base proved 
disastrous in India and other countries as uell Xo bank 
should be alloyed to commence business until it has collected 
a certain amount of capital The Articles of Association 
should prohibit the granting of loans bj a bank on its oun 
stock Loans to directors, managers and members of the 
staff of a bank should also be sinnlarlv Iiimtcd and provisions 
to this effect should be made in the Articles of Xssociahon 
Adiancos to auditors or to firms of auditor-, ivlach audit 
the accounts of a bank should not be granted by the bank 
The Indian Banking Committee are aery emphatic on this point 
ashen they anite, "Vs e are therefore, of opinion that as a matter 
of public policy advances to an auditor or a member of a firm 
of auditors of a bank, cither jointly aaath other persons or 
seaerally, on short or long terra, arith or aaathout secuntv, 
should be prohibited If any person after being appointed 
an auditor of a bank becomes indebted to it lus office should 
tbttenpon become vacant ” (Paragraph 711 of the Jfieport ) 

, Rc^tndwns on Bon owing Foicers 
The directors should not be alloued to bonrou unlimited 
amounts on behalf of the banks and there should be some 
relationship betucen the paid-up capital and borroumgs of 
banks Provision to this effect must be made in the Articles 
of Association but there should be a statutory prosision 
probibitmg the mortgaging of the uncalled capital of a bank 
as it is the security of a hank’s creditors 

The directors and other paid servants of banks uho 
are also shareholders in the banking concerns should not be- 
alloved to bold proxies for the purpose of voting on behalf 
of any other shareholder , hut their osvn rights as shaTcholders. 
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sliould not be taken av ay from tkeni .Vrfcielcs of Association 
shoidfl make smtaWc provisions on ilia point 

Inclivuliial sliarchoklers should not bo allowed to bare a 
verv largo number of voles as to acquire a verv creat control 
of the concern into their hands The Indian Banking Com- 
mittee recommend that the matter should be left to be incoi- 
porated in the Articles of Association , but there docs not 
seem to be any icason nlij it should not be provided for by 
Haw 

The chan man is usually the sole judge of the Ambdity of 
the votes tendered at the poll and the Articles usually proi ido 
•that objections to the lalidity of the lotes tendered at a 
meeting should be raised at the time of the poll This is rathci 
a hardslui) because shaieholders maj not come to knon the 
jni'alicbtj of votes tendered at the time of the poU and, 
therefore, the Articles should jiroAode that objections can be 
xaised later on also 

Andit and Inspection 

According to Section 111 of the Indian Companies Act, 
mo jieison can be appomted as an auditoi of a companj other 
•than a private company unless he holds a certificate from the 
local Goveinment empowering him to act as an auditor 
The Governor-Gcncial m Council can, by a notification in the 
Gazette of India, declare that members of an institute oi asso- 
ciation shall bo entitled to be appomted and to act as auditors 
The appointment of auditors rests with the shareholders, but 
"tbe management lias considerable influence with xegard to 
then appouil merit or leappointment The Indian Banking 
Committee have not locoramcnded any change because the 
powers of shareholders under the present law' aie unfettered 
They recommend that ‘thcie should be a specific piovision 
of the law' rendering ofllccrs or auditors of a bank liable foi 
omission to state mateiial facts m their leports and in the 
presentation of tlie accounts of a bank ” Section 282 of tho 
Indian Companies Act makes an audiloi liable to fine and 
punishment for making deliberately false statements in tho 
veports It IS the usual piacticc that the Aiticles lelieve 
diiectors and auditors from liability foi negligence in the 
discharge of tbeir duties 

Tho shaicholdeis should have full discretion over the 
payment made to the auditors by way of remuneration or by 
■Avay of any addition to their icmuncration for domg accountancy 
Avoik, etc 

According to Section 138 of the Indian Companies Act 
shareholders of a bank holding one-fifth of the shares issued 
can apply to tho local Government for mvestigation by 
inspectors The proportion may be reduced to one-tenth as 
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it IS very higli, but the Indian Banking Committee are not 
in favour of anv change in this respect, because credit mstitu- 
tions should be protected against any proceedmgs ivhich. 
may shake the confidence of the pubhe 

Balance-sheets of banks should give more information 
than IS the case at present Form F of the balance-sheet 
prescribed bv the Indian Companies Act is not considered 
comprehensive enough Even those vrho understand accounts 
cannot gauge the actual position of the assets and babihties of 
a bank m many cases People, therefore, hesitate to rely 
upon balance sheets of banking institutions 3Iore detailed 
information should be given regarding book-debts, loans 
to duectors and officers and mvestments 

Loans granted by a bank to a limited company ivhose 
duectors are also the duectors of the lending bank should 
be shoun separately Further, loans granted to a hnutecL 
company in uhich any of the duectors of the lendmg bank 
are members of the firm of managing agents of the borroivmg' 
company should also be shoivn separately Loans granted 
by a bank to its duectors, manager and secretary mcluding' 
the sums repaid by them duxmg the currency of a financial 
year should be separately stated in the balance-sheet and. 
should not be shown in one heading only 

At present banks are not required to show theu invest- 
ments at either cost or market value and the result is that 
investments are shoira m some cases at a valuation which 
mav be neither the cost nor the market value The foreign 
experts who collaborated with the Indian Banking Committee 
were of opimon that the valuation should be at cost or 
market pnce whichever is the lower If this suggestion were 
accepted banks could not build up secret reserves because 
they will be prevented from shoivmg the valuation at a figure 
even lower than the cost or market price The Indian Bankmg 
Committee in this connection write, “We are, therefore of 
opimon that m order not to take away such option from them, 
the prescribed basis of valuation of securities should be that 
the valuation should not be m excess of cost or market pnce 
whichever is the lower ” (Paragraph 729 of the Report ) 

The following is the form of balance-sheet which may 
be adopted m place of the existmg one^ — 


® Report of the Central Ranking Committee, piges 474, 475 




BAiiANCE Sheet as at 
Bs A p Ks 

CAPITAL AND LIABILITIES 
Capital — 

Authorized Capital shares of 

Es each 

Issued Capital shares of 

Es each 


Subscribed Capital shares of 

Es each 


Amount called up at Bs per share 
Less — Calls unpaid 


Adrl — Forfeited shaies (amount paid- 
up) 


Loaas Oh Mortgage or Mortgage DrsENruKE 
Bonds 
B,fserve 

(Details of separate funds, if anj-, 
may be given ) 

Liabilities — 

Current and Savings Bank Deposits 
Fixed Deposits 

Debts due to B inks, Agents, etc , fully 
secured against securities per contra 
Debts due to Banks, Agents, etc , 
unsecured 
Bills Payable 
Sundry Creditors 
Unclaimed Dividends 


Acceptances for Cgstomebs per contra 
Bills tor Collection being Bills 
Beceiynble per contra 
Profit and 1 oss — 

Balance as per pievious Balance Sheet 
Less — ^Appropriation thereof 


Balance biought forward 
Profit since last Balance sheet 



CHAPTER XV 


Law and Practice of Negotiable Instruments 

Cheques, bills of exchange, promissory notes and Ewidis 
may be called negotiable instruments irhich are used in 
business In India cheques and Ettndu are used in facilitating 
the settlement of transactions These documents possess certain 
characteristics nhicli entitle them to be called negotiable 
instruments 

A negotiable instrument possesses tuo characteristics 
firstly, nghts m it are transferred from the transferor to the 
transferee by endorsement and delivery or by delivery alone 
Secondlj, in some cases the transferee can get a better title 
than that of the transferor When the transferee is a “holder 
in due course”, his title is perfectly safe even though the title 
of the transferor may be defective and he can sue the draivee 
for payment m his ois a name Any instrument which possesses 
these two charactensties is called a negotiable mstrnment 
These instruments are, therefore, called negotiable instru- 
ments If A has a cheque mth him and on es some money to 
3, he can discharge his debt by handmg over that cheque to 
B I’his means that the right of A m the cheque to demand 
payment from the drawee is passed on to B to ‘uhom the 
cheque has been transferred , but it is the exact right of A 
that is transferred and B’s title cannot be said to be better 
than that of A But B is a holder in due course uhen he 
obtains a bill or an mstnmient for value, complete and regular 
on the face of it, on oi before the due date of payment and 
without Lnou ledge of the defect in the title of the transferor 
if the tiansferor’s title is actually defective If A has stolen 
a hill of exchange and passed it on to B for which B has paid 
an adequate value to A and there is no irregularity on its face, 
t e , payee’s name, etc , is not erased, B can be a holder in due 
course Puither, B must not know that A stole that bill of 
exchangeV for if he knows this fact, he cannot get a better 
title than ™at of A Therefore, even if the title of the trans- 
feror is defestove, the transferee, m order to be a holder in due 
course, mustjbe absolutely innocent of the defect m the title 
of the transferor, othenvase he will not be a holder in due 
course ThisWphes to the defect in the title of the immediate 
previous transferor only If there is a defect in the title of 
any transferor previous to the immediate transferor, the title 
of the transferee is not afiiected thereby unless the transferee 
was himself a party to the fraud A transfers a bill of exchange 
to B which he had stolen and B is an innocent party B 
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transfers it to C who is aware of the defect in the title of A , 
then 0 rvill he a liolder in dne couiso unless he "was a party 
to the fraud committed hy A A holder must not only ho 
honest hut must act rvith due diligence and caul ion. i c if 
he takes up a hill wanting in am material particulai, ho 
eannot acquire a good title to it 

Tlie privilege of a holder m due course is that his title 
to the instrument is peifectly good and lie is entitled to get 
payment in his own n,aine even if some other poison is claiming 
such .r right of getting the payment of the instrument 

CiinouE's 

When a person opens a current account mill a hank, 
lie has to sign his name in an autogiapli book ol the hank and 
as supj'hed iMth a cheque book, free of charge, containing 
a nnmhei of cheques varying fiom about 20 to 100 ilonoy 
IS dxavn fiom the hank through a cheque It may be quite 
in Older 1o write an order on a piece of paper to the hanlvcr ask- 
ing him to pay the money to .v certain peison , hut to maintain 
umfoimity and sccuritj'' ag.iinst fraud, hanks make payments 
only thiough cheques 

Sp^cnrE^ or CucQtrc 


5o 2 \ 08307 Is'o 2A 08507 

Siated 15th Kov , 1933 The loth Noi'cmha ^ 3933 


Infaioiu of 


lAipmun Ba>k or Imjia, 
CuiAPonr, BHV^cu 


kli Ham Ivumar Paij to Mi B y\i KtruAU. oi order 

liupcet jTho handled and fifty only 

Bs 250-0-0 

SiuKrasnvv Bs 250-0-0 8«i« Ivuishna 


The above is the specinion of a cheque The right hand 
oblong portion is the cheque form -which is filled m hy the 
dravici, the customer of the hank It is torn ofi .it the per- 
foi.ited end and handed over to the creditor or the payee m 
v\hoso favour it is dnawn The drav\ei must sign his name 
at the right h.md bottom corner in the same stjdc and spellings 
with which he has signed in the nitograpli book of the hank 
If the signatures of the di aw or on the cheque form do not agree 
mth those m the autograph hook in siiellmgs or btjle, the 
hanker v\iU not pay the cheque 

The left hand portion is called countcifoil and remains 
in the cheque hook It contains all the information w*ith 
regard to a cheque issued to a person and can provide details 
of pArtiCttUis It the cheque form is lost 
C 
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It IS tlirougb a clieque that tbe customer can iiutlidrai^' 
money from his current account m tlic bank A clieque is, 
therefore, an order upon a certain banker aslnng him to pay 
on demand, a certain sum of money to, oi to the order of a 
certain person, or to the bearei of the instrument There 
IS no condition attached to this order Its main characteristics 
thus are — 

(1) It IS an order inthout any condition 

(2) It IS draun upon a certam banker 

(3) The banker has alirays to pay it on demand 

(4) It IS payable to a certain person or to his nominee or 

to the bearer of the instrument 

The person who diaire the cheque, i e , the customer of 
the bank is called ‘draiver' and he must sign his name on tlio 
right hand bottom corner The bank upon nrhom the cheque 
is draivn is known as ‘drawee’ and the person to nhom it is- 
made payable is knoivn as the ‘payee’ Sometimes the drawer 
makes the cheque payable to “self ’ nhen he wants tomtiidraw 
money from the bank for himself 

Thu DraiTOiG of a Cheque 

All cheque forms together with counterfoils are numbered 
and the name of the bank together with that of the branch 
with whom the drawer has an account is printed in bold letters 
There is a space left for mserting tlie date The drawer must 
be very careful in filhng m a cheque form 

(1) It must bear the date on which it is drawn If the 
date of a subsequent or following day is put in, the cheque 
IS post-dated and mil not be paid by the bank till the date 
mentioned therem An anti-dated cheque i e , one bearmg 
a date previous to the date on w hieli it is drawn will be paid 
by the banker imless it is six months old, when it is knmvn 
as a stale cheque and will not he paid by the bank 

(2) The person to whom the cheque is made payable 
IS known as the payee His name must be written legibly 
m the body of the cheque and should not be erased , because 
the least irregulanty will compel the banker to refuse payment, 

(3 ) The amount must be written both in w ords and in figures- 
to avoid mistakes The writer should not leave any room 
for changmg the amount by a subsequent party to the cheque, 
otherwise he will be responsible for the loss if the bank pays it 
in good faith The amount in w ords and hgures should be the 
same, otherwise the bank wall refuse payment 

(4) The drawer should be careful in signing his name 
at the right hand bottom corner and this must correspond to 
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lus signatxire m tlie autograph hook of ihe hank, failing ivhich 
the hank uill lefiise iiavinent 

(o) The counterfoil must he filled in hefoie the cheque 
form IS loin off and handed o^el lo the payee If a number 
of cheque foiins are to he written at, one time, the counterfoil 
of eior\ cheque foiin must ho filled in before imliiig a suhse- 
,quent cheque form to ensure caution and avoid mistakes 

From the point of mow of negotiability oi transferability, 
a cheque may he an Oidei Cheque oi a Bearer Cheque 

A Bearci Cheque can he transferred by the payee without 
his endorsement or his signatiiie on the back theieof It 
may he delivered to the transfeiee with the intention of 
transfenng the rights in it The hanks in practice leqiiire 
the last holder of a bearer cheque to sign lus name on tho 
hack although it is not necessary according lo the Indian 
2segotiahle Instiuments Act 

An Oidei Cheque should he endoised hefoie it can he 
transfened The rights in it will not ho tiansferrcd to tho 
transferee unless the payee oi the transferor of the iheque 
as tho ease may ho endorses it Both endoisenient and dcln cry 
are necessaiy in tins case to make the title of tho transferee 
i 5 afe A cheque not hearing the words ‘or hearer’ or ‘or oidei’ 
wall he treated as an Order Cheque 

It IS tho drawer only who can sliikc out tho word ‘ordei’ 
jind write the word ‘beaior’ in its place and this alteration 
reqimes to he signed hj" him 

Cuossno CarQtn^s 

A ciossed cheque is one on the face of which two traiisveiso 
2 iarallel lines aie drawn with or without certain w’oids in them 
A\hose effect is that tlie pajment of the cheque can he made 
by the drawee haiikei to some other hankci and tho payee 
oi the holder cannot get cash on the counter of the diaweo 
hanker 

A cheque may he crossed generally or specially In case 
of a General Crossing two transierse parallel linos acioss the 
face of the cheque are drawm and ceitain w ords as Co ’ 
may he wiitten The effect is that payment of such a cheque 
can he obtained thiougli a hank only and tho payee or the 
lioldei cannot get payment in cash on tho countei of tho hank 
If he does not have a hanking account, he must hand it over 
to a friend w'ho has a hank account He can got cash 
from lus fiiond and tho latter will send the cheque to his hank 
Avhero lus account ivill he cicdited with the amount of tho 
olieque Examples of a general crossing aio as below — 
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Special Classing — When inside the two transverse parallel 
lines across tlic face of a cheque, the name of a particular 
hanker is vrntten, it is known as Special Crossing The effect 
of such a crossing is that the cheque can he paid hy the 
dravee hank only to the hanker avhosc name has hcen 
mentioned inside the crossing The holder cannot got payment 
through any and every hank, hut onlj through the hank 
named in the crossing Such a crossing is done at the instance 
of the paj'ce 

The advantage of crossing a cheque is that it hccomes- 
safer than an ojion or uncrossed cheque A specially crossed 
cheque is better than a generally crossed cheque from the 
point of view of safetj , because its payment can he made only 
tlirough the hank named therein Even if it is lost hy the 
payee, he does not stand to lose anything hccausc the diawee 
hank mil not pav it except tlirough the hank named in the- 
crossmg 

A cheque can be crossed hy the dravee or hy any sub- 
sequent paity and similarly a general crossing can he turned. 
into a special crossing If a cheque has been crossed hy 
mistake, it can be opened by the draver only, and not hy 
any othei party, hy writing the words ‘pay cash’ within the 
crossing This requires the initials of the drawer Cheques- 
sent through post should always he crossed to avoid loss 

A hanker should not disregard a crossing and it he does- 
so and makes the payment to a avrong person, he will he 
personally responsible for the loss 

Koi IScgohablc — At times, the avoids ‘l>rot Xegotiahle' 
are written inside the general or the special crossing as the 
case may he They cannot he wTitten on an open or uncrossed 
cheque The effect of these words is that the transferee, i o , 
the person to whom the cheque is transferred cannot acqmre 
a better right in the cheque than is the case avath the transferor 
If the transferor has a safe and good title, the transferee for 
value can also have a safe and good title, hut if the former 
has a defective title, the latter cannot have a better one. 
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These words do not prevent the tiansfcrabrhty of a cheqne 
wlnoli can bo transferred without any difficulty, but tho 
transferee cannot get a better right TJiey do not impede- 
transferabihty, but impede negotiabihty, i c , the transferor 
cannot transfer a better right, but can transfer only his title, 
defective or good as it is In the absence of these words in. 
the crossing of a cheque, a person nlio receives a cheque m 
good faith, for proper value and in a proper form can acquire 
a good title e\en if the title of the transferor is not good 

The words “Account Payee only’’ imply a direction to 
the collecting banker that he should credit the account of 
tho payee with the amount of tho cheque and should not pay 
cash for it at the counter 

A stale cheque is that which has become six months old, 
and mil not be paid by tho diawco banker without being- 
refer led to the draivcr 

A mutilated cheque is that nhicli is torn into pieces, but 
pasted afterwards and if it is presented to tho bank, its 
payment amU bo lefused 

A marked cheque is one -which has been signed by the 
draivee banker It means that on tlie date of its presentment 
for the drawee banker’s signature, there arc sufficient funds 
in tho account of the drawer to meet it 

ENJlOBSEJrnNTS 

In case of ordci cheques, bills of exchange and promissory 
notes, tlie transferee can acquire properts' only when they 
have been endorsed by the transfcroi or the payee Endorse- 
ment means that the payee should sign his name on tho back 
of tho instrument in ordoi to enable tho transferee to acqmre 
title in that instiument The person who signs lus name- 
on the back of tho instrument is loiown as the endorsei and 
the person to whom it is transferred is known as the endorsee. 

The payee must sign his name exactly as it has been spelt 
by the draivei in the cheque form If the spellings as lyritten 
by the drarver aie different from what the payee usually writes,, 
the latter should first put down the mcorrect spelbngs as given, 
by the dra-wei and beneath them he can if he so likes write 
his name in the usual rvay 

Kinds or Endorsements 

(1) Blank endorsement or general endorsement is one- 
uheie tho payee or the endorser simply rwites his own name 
on the back of the cheque and does not -write the name of the 
transferee Of course date should be put down Tho effect, 
of this endorsement is that m future the cheque becomes pay- 
able to bearer, t e , the transferee while tiansferrmg it to. 



16G TIIF n DI 4^ MOM i MUIKET 

fiornebody else need not InmseJf eiidorHC it After a blank 
«ndorscmenb an ordci cheque is treated as a ‘bearer cheque’ 

(2) Special endorsement or endorsement m full is one 
arhere the endorser siiocifies the name of the endorsee in addi- 
tion to amting lus onn name on the hick of the instrument 
as follows s — 

Pay io Mr Eam jSrARVi> Lal or older, 

Ram PRAictsu 
13-10-33 

If Ram Xarain Lai transfers it to a creditor or wants to get 
payment from the bank he will liaie to make his own endorse- 
ment These tw o forms of endorsement arc a cry common 

(3) RestneUve Endorsement is one mIucIi restricts the 
turther negotiation of the instrument If the endorser adds 
the ivord ‘only’ after the name of the endorsee, the endorse- 
ment becomes restrictive as below — 

Pay to Mr Ram Raraia Lar onh/ 

R\m Prvrash 
3-10-33 

(4) Sans Recourse Bndoisement is one where the endorser 
does not irant to meur a contingent liability if the instrument 
IS dishonoured on presentment Endorsement implies a con- 
tract between the endorser and the endorsee and all subsequent 
parties whereby the endorsee must present an mstniment for 
payment on the due date and the endorser engages to make 
payment if it is refused by the drawee in due course Where 
the endorser does not want to incur this contingent liahihty, 
he can iilacc a sans iccoiiisc ndorsement as below — • 

Saas Recoursi Ram :l^ARAI^ Lae, 

Sco clary. 

The Mushm Bool Shop 

A cheque must be presented for p lyment upon the drawee 
banker hy the liolder personally or through a bank wathin a 
reasonable time He will run the risk of losing his claim 
against the drawer if he causes undue delay and if m the 
meantime the bank becomes insolvent The holder wall then 
become an ordmaiy creditor of the bank This wall be the 
case only if the drawer had sufficient funds to his credit to 
meet the cheque 

CORDITIOAS UIfnER WHICH PAVAIEAT WIEL BE REFUSED 

The drawee banker wall refuse payment of the cheque 
■on presentment m the following cases and the cheque will 
"then be said to have been disbonoured by the bank — 
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(3) When the customer or the dra'wer countermands- 
payment, 2 c , asks the hanker not to pay the cheque 

(2) Wlien the customer becomes insolvent and the banker 

comes to know of it 

(3) Wlien the drawer dies or becomes insane and the 

bankei comes to know of it in time 

(4) When a Garnishee Order is served on the banker by 

a laiv court A Garnishee Order is an order served 
by tlie court upon the banker asking him not to 
touch the bank balance of the judgment-debtor 

(5) When the drawer has not sufficient funds to meet 

the cheque in his banking account In such cases 
the banker vull write I/f or n/f, meaning insufficient 
funds 

(6) Mutilated cheques and cheques having some irregular- 

ity on their face iiill also be dishonoured 

BILL"? OF Exchange 

A bill of exchange is an instrument in ivnting, contaming- 
an unconditional order, signed by the makei , directing a certain 
person to pay a certain sum of money only to, or to the order 
of, a certain person or to the bearer of the instrument 

It 18 the creditor who draws the bill of exchange and 
directs the debtor to pay a certain sum of money either to- 
self or to somebody else There are three parties to a biU 
of exchange, the drawer, the diawee and the payee The 
drawer is the person who writes out the instrument, i e , the 
creditor or the seller Drawee is the party upon whom the 
bill of exchange is drawn and who is directed to make pay- 
ment according to the teims mentioned in the instrument* 
Payee is the person in whose favour the instrument is drawn 
and he is the creditor of the drawer 

It is the seller of goods who draws a biU of exchange upon 
the buyer and the latter pays cash after the goods purchased 
have been sold in the maiket The drawer can keep the bill 
till maturity, get it discounted or pass it on to a creditor in 
payment of debt 

There are two lands of bills of exchange, inland and foreign 
Inland bills of exchange are those which aie drawn and made- 
payable m the same country, i e , when the drawer and the 
drawee reside in British India, the bill is known as an inland, 
bill Attention must be paid to the foUoiving points in draw- 
mg an inland biU — 

1 It must be correctly dated because in some cases the 
date of maturity is calculated from the date on which the 
bill 18 drawn 



168 


Tlir IWIAV jroAFl ^lAHKET 


2 The period of payment must be elearly stated m the 
■bill It IS knossn as the tenor or the term of the hill A hill 
may he payable so many months aftei sight or date or so many 
days after sight or date Month irill ahi ays mean a calendar 
month for the purpose of calculating the date of iiavracnt In 
ease of a hill payable after sight, the date of payment mil he 
ealculated from the date on nluch tlie hill is accepted and in 
the other from the date on ■which it is dTaa\n 

3 Amount must he mentioned both m figures and iii 
avords It must he in figiues m the loft hand lop corner and 
in ivords in the body of the bill 

1 The name of the payee should he specified in the hods 
of the hill and the name and addioss of the draneo in the left 
hand bottom corner The dran er should sign his name in the 
nght hand bottom corner 

5 It should be properly stamped Bills of cvcliangc 
payable on demand lequire only an anna stamp , -ftliereas 
those payable at days or months after date or sight leqviiro 
stamps according to raluc 

6 At the end of the body of the hill it is usual to add the 
■words ‘value icceivcd’ uhich means that the drawee has 
received some equivalent value for i1 


Form or av I^LA^D Biix 


Es 300-0-0 


Bomhay^ 

The loth Bccmbc), 1933 


one anna 


Oil Bcmand, Pay to OUR Ordlr the sum of 
Eiipcn Th)ce htindicd only, lalue tccciicd 


Mr PvAm Prasap, 

15, Kalbadevi Koad, 

PooxA To) A B A Co , Ltd , 

E James, 

Jhrccio) 

If the bill IS payable otherwise than on demand, the assent 
■of the drawee to pay it on the due date must he ohtamed 
This ho does by writing something on the face of the instrument 
vihich indicates that he is ■wilhng to pay it aceordmg to the 
terms and conditions mentioned by the draw er therein This 
-assent of the drawee is knowaa as acceptance 

Acceptance may be general or qnabfied In the former 
case the drawer agrees to pay the instrument as it is drawn 
■without attaching any conditions from his side as m the case 
^ven below — 
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Accepted payable ai the rmpoia/ Banl of India^ 
Catvnpore Bi ancli 
Bam Peasau 
20th Decemhe) 1933 

Qualified acceptance is one where the drawee is willing- 
to pay it subject to certain conditions He may accept it 
to pay when his goods have been sold , he may make it payable 
at a certain place and there onlv , he may agiee to pay it for 
Bs 200-0-0 only, though it may he drawn for a higher sum or 
he may extend the time of payment 

It may be negotiated before being accepted by the drawer 
and the holder IB not bound to accept the ‘‘quahfled acceptance ’ 
He can treat it as dishonoured and inform the parties prior 
to him of this fact , but if he accepts such an acceptance with- 
out the consent of the previous parties, they will all be relieved 
of their engagements to pay the amount of the bid to him in 
case of dishonour The drawee can retain the bill for twenty- 
four liouis when it is presented to him for acceptance 

Foreign bills of exchange are those that are drawn in one 
country and made payable in, oi drawn upon a person resident 
in some other country These bids are generally drawn m 
sets of two or three Each copy is numbered and has a refer- 
ence to others and all the three are sent by different mads. 
Such bids are stamped t-wice 

Form of a Foreign Bill of Exchange 

Parker Street, 

£55-6-0 London, the 15th Novemhet, 1933. 

ninety days after sight of this first of exchange 
9 d (second and third of the same tenor and date un- 
paid) pay to the Allahabad Bank, Ltd , the sum 
of fifty-five pounds and six sliilhngs, value received 
1 Foi A B & Co , Ltd , 

i To H Akdre-ws 

,t Messrs Kapoor & Co , Managci 

1 Meston Bond, 

I Gatonpore, Indm 

Foreigu bills of exchange are usually accompamed by 
documents, e g , bid of ladmg, msurance pohcy, mvoice and 
j letter of hypothecation They are sent through hanks and. 

the banker does not give the docnments to the dravee before 
, ! tbe latter has accepted or paid the bill as the ease may he. 

Without gettmg the documents and assigmng them in favour 
of the shipping company, the buyer m the importing country 
1 cannot get delivery of goods These bids are known as- 

j documentary drafts 

' Every bid of exchange should he presented foi payment 

> to the diawee in due time and in the usual busmess hours. 
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The tlite of {)nn.«n< i-i h\ 'ulilin" thr<e d-^N' rif 

tTiu to tli( pi ri<>(l of tmn tnuiJiiUKil in thi )>i!l on t! * »\p!rt 
of %\liKlt 11)1 jn-tniimm i- inid< j>i%>l)!e Inox p n ible 
on d< ui uul iio not r< iioiro a.x of '.’•m If tho (Into of 

piviiunf filK on i Iiolnii\, th' hill i' thh on the iv xt 
jmttdinr IniMUi's d'u 

Hitb of t'X(hin;re thi nceij|ifntn< or piMniUt of ■i.hifTi 
i5rifi!‘-i(i nqinri notin;, ‘ml prot-'-ii/’/ No'n X >" « 'lonx’n 
inti'tof tninlindhil! \n oHif 1 1 ! hno^ n i* fh> NoJ )r^ Ihililic 
"it'- the pirtnulirr of tii>' hi'l not*<l «i.i .li) hi't it'-*!! or on 
i -(pint)' pun' of ptpir anti xiM - thi rt I'^ot. for (li'^nontnir 
IJti-i liifoiri' n ])ro<if <ii 1’ i tnt thit tit' in-lTtmont ■r. i*: 
prt'intiil for Kcijitnnft or pi'ininf uml thtt Ih* mst ve- 
rt fn-i (i 

In fn®' of ! fororrn lull prolt Inn; i" »i<tt"'vrx. A 
pro!t‘'t I- a formal theUntion imthr onh that the lull w \= 
pn-tnttd for attfiitann p'>\nant tir In tor -(«r.l\ o'- the 
ci'( nn\ 1)‘ intl tli tt tin <ir.u\tt nfn < d to tttrnpK nil’i the 
<iemand of tin hohkr Iht pirtirnlir of thi iiill to^ithir 
Aitli lh< date of p't entintnt and th* n ph of t'n 
tri vntttn thtnin 

T-mct 1 - thi' (U'-toniTj jienod of tnni nllovtd for 
dr'wuiu: bill': of txiliin^'i' ImUkh tvo mliertni cotmtni*! 
and It <li pi nk npou tin dntune \nil tin f u I'llj of nimmum- 
catjoni b' t vr • n thi in 

A bank dr 'ft 1 = a bill of txrhtnxe drivn b\ tine hauler 
uj) 0 n mother in vhiih tin dm cc i*- dinetid to’pu the ^nm 
of numtv incnlioiidl then in to tin order of a •■pd thed prr on 
or to boinr on dtiiimd 'lln hmk the dt-dt clurcis 

fonimniiion ind tin* iiioin v it iht j'reaadinjx txtniniie rite 
Ill'S to b< dotio'ittd vith tin' j'-inii" bmkir ronittn par- 
n.enls irt made throndi hit k dr dt« md is ttiei nre pajabh 
on dtinmd then i'' no ntct-'siti of fritting tlnm arcc])t*'d 
J'oj o or i lorita'\ 15 ink ])r\tT 

No 4/'^9 

cn \HiTurn i}\NK 01 imu\. \astu\li\ vmi china 
E\ chan;re for £1 000 Cnirnporf, 1st /lerrm? er, 10 51 

On demand pu tlii5 Srtosn of lArii\Nat (riitl Ixinc 
unpaid) to the order of S 1’ Binxrottt, Enq , the pmn of 
Om. TnotsxND Pot-ND- SxnuNG, aalue rectued 

To 

W Bxpttk, ES'Q h or Tar tinn.xi rt n B XMC 03 Inoia 
Agent AxvxivXlia AND China 

CnAPTEnrD Bcntc 01 Indlv, C JONt^, Agent 

Avsttalia and CntNt 'll Beown, Sub-Accouninnt 

0104 41, Beaver Street. 

London 
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FOKM or A> IM.AM) BAMC BRjVTT 


2iro 2/13 

\LIiAHABAt> B VXK. LI5IITBD 

Caviitpotc, 29<?i Match, 1933 

On demand pay to Prof K L Govu., M A , tlie snm of 
f rupees Two IIuMJuri) only 


To Po> The Ajaaiiarab BaJ(K, Leshted. 

S JoHA, Esq , T James, Agent 

Agent, K Baiiri, Accountant. 

ALEVnARAD BAMv LtD , 

Madius 

nvndt^ are like bills of c\clvange and aie very widely 
used by the traders in Bombay, Calcutta Delhi, Caivnpore, 
etc They are governed by customs and usages prcvaiUng 
in the mercantile community and in some cases they arc also 
governed by the Indian A^egolnble Instruments Act They 
aio dravm in Mnndia in Is or them India They are either 
payable on demand or after sight In the former case they are 
called Dnishant Hundii and in the latter iliifi IJnndts 

A promissoiy note is an instrument in ivritmg contaimng 
an unconditional undertaking signed by the makei, to pay a 
certain sum of money only to, oi to the order of, a certam 
person, or to the bearer of the instiumcnt It is not the same 
as a bank note or a currency note It docs not need accept- 
ance and there arc only two parties to it, the maker or the 
drauer and the payee who is the creditor of the drawer 



CHAPTER XVJ 

Defects of the Indian Money Market 

Tire Indian money market la not as efficiently orgamred 
as the money markets of Western countries There is no 
■central co-ordmatmg agency in the Indian hanking system 
The Impenal Bank of India does not act as a true bankers’ 
"bank Oinng to the special privileges enjoyed by it, tbo 
joint-stock banks legard it as an nnfair rival Poreign 
evchange banks also arc regarded vntli suspicion by the 
joint stock banks on account of their large resources and 
ability to attract funds at loner lates Their penctritiou into 
inland business, both at the polls and in the interior, is regarded 
as an encroachment by Indian jomt-slock banks The primary 
credit CO operative societies do not come into contact with 
any constituent of the Indian money market except the central 
co-operative agencies 

The provincial and cential co opciativc banks keep small 
nnrrent accounts nath the Imperial Bank and the provincial 
CO opciative banks have also cash credit facihtics vsith the 
Impenal Bank The latter lias recently insisted that the 
co operative paper should be leplaced by government 
secuntiea as a basis of cash credit facihtics The co oper- 
ative banks arc doing eommcieial banking also, eg, opening 
current accounts, pin chasing commercial paper, scllmg remit- 
tance, etc , and hence thej are regarded as competitors bv the 
Imperial Bank, the joint stock banks and the indigenous 
bankers 

There is no regular connection betveen tho indigenous 
bankers md the co operative banks cvccjit that money-lenders 
have recently begun to keep deposits in the central banks 
and some of them also act as drrectois of central banks There 
IS no close connection betivecn the Impenal Banlv and the 
joint stock hanks, and though the latter keep their balances 
■with the former there is no legal piovision compelhng them to 
do so In times of stringency they cannot depend always 
upon the Impenal Bank The shroffs also do not ordinarily 
keep accounts mth the Impenal Bank, and if they do so it is 
with a view to facihtate remittance or to facihtate payments 
of bills drawn upon them by outside merchants In the 
busy season, a temporary link is established between the 
silt offs and the Impenal Bank when the former cannot 
independently handle all the Jmndis inthont the help of the 
latter The rediscount facihties are also subject to certain 
maximum hmits based upon the financial standing of the 
approved shtoffs 
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probably, than in Calcutta Tliey are not a Tcry seiious 
factor to be reckoned with Unlike the position m the London 
money market, holding of bills is not on a very large scale. 
VThen purebased thea are regarded as a dcfimte investment 
and are not frequently re discounted Export bills are 
generally placed on the London discount market, while import 
bills are held till maturity by the banks Inland bills some- 
times, specially in the busy season, go to the Imperial Bank 
The Imperial Bank rate has a different significance from 
the bank rate in the liondon money market It is the rate 
at which the Imperial Bank is prepared to grant loans on 
government securities The hundi- rate is the rate at which 
the Bank is prepared to discount or re-discount first class bills 
of 61 days’ date The ftiindi rate is sometimes higher and 
sometimes loner than the Imperial Banlc rate , while the 
liOndon money market rate is always lower than the bank 
rate The following table show s the differences betw een the 
bazar rates, tbe call money rates and the Imperial Bank rate - 
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Tlio bti7ai rates are tliose of small traders’ bills The 
■Calcutta ba7ar lates aie higher than Bombaj' bazar rates, the 
foimer varying befris cen 10 and 11 per cent The Bombay bazai 
latos seem to have some remote connection with the call money 
rate and the bank rate ‘ The fact that a call late of I per 
cent , a hundirate of 3 pci cent , a bank rate of 4 per cent , a 
Bombay ba/ar lato of 0] pci cent , and a Calcutta bazar lato 
of 10 per cent can exist simultaneously indicates an extia- 
ordinary sluggishness in the movement of credit between 
the various money maikets ” 

In India the call monej' rate is independent In other 
money maikets of the oild the rates for day-to-day loans, short 
loans, emergeuev money, “night” or “bad ” money, are much 
lowei than the bank late, because call money is lent for about 
tn enty-four hours and is repayable either at the option of the 
borroiv er oi the lender Advances on bank rate are for a specific 
period icpayable at the ojition of the borrower only Therefore 
the bank rite is ahvavs lugliei than the late on day-to day 
loans The lattci tends towards the rate at which banks 
attract demand deposits or ciurent account deposits Tliese 
■deposits are with banks for the time that the depositor iileases 
and the lattei can get them from the bank on demand Hence 
the amount of such deposits cannot bo lent by banks for a 
ipceific period of time and as such it can be lent at very lovr 
rates of interest, about 1 per cent In India the case is differ- 
ent In the slack season call money is unlcndable at any 
rate in the absence of treasury bill issue, but in the busy season 
it IS not available at bank rate even In other countries, the 
central banking agencj" takes away surplus funds fiora the 
maiket and supplies funds to the market when necessary In 
India, owing to the absence of a central bank, the money 
market is not properly controlled 

In India theie are two money markets, the Indian bazar 
for small traders’ bills and the market controlled by institutions 
run on western models There is no discernible link 
between the two, because the bill business is not developed 
in India The Bank of England controls money rates in Lon- 
don as well as in large centres In the pre-war days the Banlc 
■of England controlled the money market by relieving it of 
smplus funds, by taking upon itseif the mantle of the borrower 
“What Bank of England did was to sell Consols for cash and 
to buy them back for the ‘account , the ‘account’ bemg the 
monthly settlement day which used to rule on the stock 
exchange before the War Purchasers of Consols for cash 
were required to pay for them the following day and, the pay- 
ments being made in the usual way by cheques on their 
bankers, the net result was that, after the cheques had passed 
through the London clearing, the bankers’ balances at the 
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Bnnk of England would be correspondingly reduced with 
the supply of monej reduced to that extent, borrowers would 
go unsatisfied unless tliey paid the higher rates, since the 
remaining money would have a scarcity value ’ ’ (See The 
London Money Mnihcl, 4tli Edition, pages 101 and 102, by 
W F Spalding) During and after the War the treasury bill 
sales of the British Government have been a ready and 
effective means of absorbing any surplus funds of the market. 
Tn India there is considerable divergence in rates in provincial 
towns 

The banks deposit rates in London follow the bank rate 
automatically , but that is not the case in India because of 
a lack of lughly-organized money market in our country 

The seasonal monetary stnngency in India is sought to 
be remoied by the Government by placing, at the disposal 
of the Imperial Bank, a loan amounting to Bs 12 crores against 
91 days’ first class bills }so issue can be made until 
the bank rate rises to 0 per cent The loan bears interest 
at a mimmum rate of G per cent for the first 4 crores and 
7 per cent for the next 8 crores The fixing of arbitrary 
rates for the issue of additional currency unnecessarily 
penalizes trade and commerce To thmk that the seasonal 
monetary stnngency in India is inevitable and that it must 
brmg about a wide range of interest rales is fundamentally 
wrong and is due to the defective system of control and credit 
The Eesorve Bank, when established, wiU keep sufilcient cash 
reserves in the slack season to supply the needed currency 
in the busy season at reasonable rates The present system 
of issuing emergency currency at stated rates is responsible 
for the existing position 

The Government controls the Indian money market to 
a very great extent The Eoyai Commission ' on Indian 
Currency and Finance, 1926, wrote as follows — “The Govern- 
ment controls the currency The credit situation is controlled 
as far as it is controlled at all by the Imperial Bank With 
divided control there is hkehhood of divided counsels and 
failure to co-operate ’’ It may be said that m recent years 
the Government has heen controlhng credit also through the 
sale of treasury hiUs Since 1925-26 about Bs 180 crores of 
treasury hiUs have heen sold by the Government at vaiymg 
rates of mterest which except on the last issue, have heen 
very high This has raised the pnee of ciedit and penahzed 
trade and mdustry The Fmance Mimster of India said as 
follows before the Federation of Indian Chambers of Com- 
merce m Delhi on April 8, 1931 “The chief basis of criDcism 
IS that m India it is the Government that is the chief enrrenoy 
authority, while, m other countries, it is the central hank 
Goi emment’s acfaons are hahle lor criticism much more than 
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those of a bank and more so when there is a so-called ahen 
Government ” 

The foieign experts liave summarized tlie defects of the 
Indian money maiket as follows — “ Accordmg to the unanimous 
opinion of all who have expressed their views on the subject, 
the Indian money market shorrs several defects It cannot 
be compared rvith the highly-developed money markets of 
Western countries As a matter of fact, two money markets 
exist in India, the central money market and the bazar money 
market They have their own agencies and different rates 
of interest without sufficient eo-oidmation The central market 
IS to a large extent dominated by the Government, -which 
controls the currency and exercises a decisive influence on 
the bank rate 

“The control of currency and of credit in India is in the 
hands of two distinct authorities, the Central Government 
and the Imperial Bank This system lesults in a serious lack 
of elasticity and stabilitv of monetary conditions , the fact 
that the annual range of interest rates in India is wider than 
in othei countiies pioves the defects of the present system 
A range of 3 pei cent is qmte ordinary in India, and this must 
have a detrimental effect on the economic life of the country 

“It seems to have been accepted as an axiom that seasonal 
monetary strmgoncy is inevitable and that this stringency 
must bring about such wide ranges of mterest rates as are 
expeiienced 

“In oui opinion this conception is ivrong It is one of 
the tasks of a properly managed and well-orgamzed Eeserve 
Bank to tide over busy periods when money is in strong 
demand wothout unduly raising the bank rate The absence of 
a mechamsm, which by expanding credit can meet the seasonal 
demand for money, is mainly responsible for the vaiiations in 
the bank rate. 

“In this respect the position of the Imperial Bank ought to 
be considered It is the Government banker and in connec- 
tion herewuth its task is limited by law The most important 
restriction consists in its being shut out from foreign exchange 
business The bank acts as the bankers’ bank wuthout having 
the light to issue bank notes as the currency is controlled by 
the Government This results in the Government practically 
dominatmg the bank rate and the money market ’’ (See 
Enclosure IV, page 6d8, Genii al BanLing Gommittee Report ) 

The obvious remedy for these defects of the Indian money 
maiket seems to be the estabhshment of a Reserve Bank as 
early as possible The Indian money market iviU then in 
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course of time Iiecorae like those of Western conntries, with 
an effective bank rate To what extent will the type of Eeserre 
Bank that IS soon going to be estabbshed in this country be able 
to remove these defects and bnng <^hc Indian monev market 
to the level of the money markets in Western countries will be 
known in course of tune 



CHAPTER XVII 

Reserve Bank 

The necessity of the establishment of the Eeserve Bank 
in India at an early date cannot be ovei -emphasized It is 
calculated to help India ‘to move forward towards that financial 
and economic development with the granting of additional 
financial and banking facilities for Indian agiicnlture, Indian 
commeice, and Indian mdiistry, which has been the theme 
of one Commission and Committee aftei another We shall 
see the development of a discoimt market and acceptance 
business, of increased facilities for the marketing of produce 
and, in shoit, a gradual mobilization of India’s immense 
potential capital for the development of India's oivn 
resources’ ‘ The estabhshment of such a bank is widely 
desiied in India so much so that the estabhshment of All- 
India Federation has been made conditional upon the estab- 
hshment and proper functioning of a sound Eeserve Bank m 
the country 

History 

It will be well to refer briefly to the history of the question 
of a Eeserve Bank for India In 1S36 a number of merchants 
interested m the East India Company submitted to the Court 
of Directors a scheme for a great banking establishment for 
British India and claimed ceitain advantages for it It was 
expected to faeihtate the use of British capital and to finance 
Enghsh commerce , it was to give stability to the Indian 
monetary system and it was to be of great convenience to 
the Bast India Company m connection with its financial 
anangements, specially in relation to the management of 
revenue receipts in India and the remittance of ‘Home 
Charges’ This scheme did not materialize The idea of 
the estabhshment of a Cential Bank for India found favour 
■with Indian pubhc opinion seriously aftei 1920 when the 
International Financial Conference that met in Brussels in 
1920'passed a resolution to the effect ‘that m countries where 
tliefe IS no central bank of issue, one should be established ’ 
Since then, now central banks of issue have been estabhshed 
in many civihzed countiies of the world and the old ones have 
been thoroughly overhauled 

A Central Bank of Issue is necessary for the development 
of the banking resources of the country In tunes of need 
banks -will be able to obtain larger resomces from it and a 

1 Speech of Su Basil Blackett mtrothicing the Beser/C Bank Bill 
m 1927 
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national control over sound and elastic currency and credit 
STSttin -nould be secured through it, because the Bank is expect- 
ed to be -whoUv free from the influence of domestic or foreign 
political pressure It ivill have the inonopolv of note issue and 
STiH therefore act as the channel for the output and intake 
of the legal tender currency In the nen bank paper, the 
country n ill find the bulk of legal tender money in circulation 
and the Goremment irill be freed from its control over currency 
It mil hold the Government treasury hairnets, currency 
reserve-, and statutory reserves or other banks and mil thus 
be able to pool all the cash resources of the country -wbich 
now lie videlv scattered without any sjstematic and unified 
control It V lU provide emergenev currency by rediscounting 
approved bills of cxcliange or by granting advances on 
approved promissor notes of the commercial banks and will 
thus provide the nocessarv elasticitv to the Imlian currency 
fivstem which is the sine qva non of a stable monctarv svsteni 
The tcniporarv iiressure to which the small binks are liable 
will he reheved and sound banking establishments wall be 
promoted ‘ Its self-deujing ordinance in the matter of 
dividends its insistence on a lugh standard of banking its 
efficient management of currency and its detached eminence 
from the ordiinrv commercial banks of tlie coimtrj, would 
cnible It to rcgalate our national monetary and finincial 
matter- in llic nil interests of the countrv Desirable changes 
in bant restrvfx currency cheque collections Government 
Iminct, credit pohey, gold movements and the money market 
can be seemed only through the iiistriimentalitj of a Central 
Bank 01 Issue The starting of a Central Bink would soon 
enable the country to rcalirc that the bank rate and a wise 
eliMoimt pobev can shover such inestimable advantages as 
credit expansion, suitahlc both in point of time and degree 
stable loreign exchanges, regulation of gold movements and 
inainte nance of price-levels at a reasonable „stabilitj 
Ineqnahtv in the rates of interest' iii flie'^iffercnt money 
iiiarkcl'' in India will be obviated bv transference of money 
fro’ I place to place through the mstrumeiitalitv of the Bank 
Cax tuf IwFEnivn Ba>'k bi TorxED imo v Cexxbvl B\xk ’ 
The HiUon-Young Cominissiqn definitely^ rejected the 
idea of turumgTIicTinpcnil Bank into a Central Bank of Issue 
in India In this connection the Commission wTOto, ‘Tic 
idea of utilizing the exx=tmg organiz'tiou of the Imperial Bank 
IS tempting at first sight, but on close consideration it will 
be found tliat whatever advantages there may bo in this 
course, the disadvantages outweigh them " 

“if tlie Impenal Bank were required to ebscherge the 
duties of a tnie Central Bank its Charter would have to be 


- 1 TCy>~nl-JJoj Banking in Jn til, 'b\ Vr 15 1 njcfaanlrv Ilxti, p <5-1 
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iimendtd r.-’dicnlh iti tlu' judjuilod It -i^oald Jliiis 

1 )o'jn< tbidf’d fiom iindort'd uj" n "rcit mnti\ { isk^ ^\ln{d^ jt 
i)in\ >^111 io‘.«!ullv })oifonns as .i (ommfrnal bank The 
oonnfn ’I'.ould tUtu los(' thf> benefit of the elaborate and vule- 
^spr^ad otiianir ilton nhudi h i<? b< en si t np, thronpb the lenfrtb 
and breadth oT India, to make av iikible to tlie eoininnmtj' 
the imreised ininiinneial builin" faubtus, A\liuh are «;o 
nr"cnth neodid, and to as-ist in fostinn" anion" tin iKopk 
js a viio'e, tin habit of b inkin" and mvL'’tnunt This eon- 
sidcration alone ne"itives the idea of disturbiiiK tlie present 
fnnttions of the Inipmal F.ank It sncirests, on the contrar\ 
that thit b mk sliould be freed a!lo"eth(r fioin the restnctions 
aihieh its pn* int iluirtiT nnpo=es upon it and nliich cleirh 
hrue then onitm in (he Inhnd thancter of tlie functions 
nhidi Miu oii"inal!\ a^'i^md to it \Mnn those of .a purely 
ftntrd b inkiti^' diincter aie lakdi our — is thej should 
be — -bi till n* > tditril Uink, tin re is no loiurer luj letson 
nlii the Imp* ri i! Hank should not he a-, fue and luu nciimbend 
in Its ,jdn ,i oi niuits as "ii^ ollur of tin* (Omm<>rnd banks 
Its inipoitmt t isk of ftnin" Indii tin widespreid bankiii" 
faeditn . wbult it n* <‘ds mil 1 Ini* by b*' fuilitvtid 

ninldh (om>ic alnch Iiisbcin su""eslcd and wliidi 
bis foi its objcfts a "inlnil proetss of miat m ij be termed 
‘lb roninn nnli/alion’ of tin linjieiial Rank is equallj un* 
attrictue 'llie jiropos tl is to (onfitn the Hank’s functions 
to tho-ie of a true (hntrd H ink in the irnlus nliere udcqiialo 
< ointrien I il limkin" facdilies eyid ind to pinmt it to do the 
ordiinn conunercial binkintt: biisiiuss in ell those loraUties 
ulni* ipart fioni (lie Imperial Hank, tlieie is no otlnr reput- 
able bink ( -.lablisln d It is pioposed that onU when in these 
lo( ilitifs on* or two comuurud b inks liaie opened (heir 
cstabbshim Ills should the busun'ss of the Jmpeiial Bank’s 
branch be rcstrn ted to (hit of a Ceadial Bank Tins proposal 
sufiirs in the main from the same disad\anti"e that attiches 
to an immediate and (omjilele toineioion of the Imperial 
Bank into i (hiitial Bank t ndei it the Imp<*nil Bank 
yonJd be tbinniiited fiom the field of commercnl banking 
in all the import int erntres and the Miiolesomc conijicti- 
tion it pros ides noiild tbns be lost, yliile its hybrid chaiacter 
yoiild be likolj to miik* n its functions both as a Central Bank 
in the import lilt centres and as a commcrtial bank in the 
wnallei centres ” 

“We eomi, theieforo, to the concluhion that the proper 
course to tike is to entiust (he central bnnlung functions to 
a new orgaui/ntion endowed with a charter wlueli 'wholly 
confoimb to the requirements of a fruo Central Bank 


“ Jt> pM «/ the Jioi/itl CovuJiti’Hoti on Jwiwn Currenej./ ami J'tmincc, 
PP !"> 50 




182 


THK lyDlAh 3/OJNjEJ ilAHKET 


The Hilton-Toung Commission recommended the creation 
of a private shareholders hank having local head offices in 
the chief hnsiness centres managed by local boards elected 
by shareholders of every centre separately The Central as 
veil as the Local Boards vere to be indepenitent of pobtical 
control and a small minority vas to be nominated by the 
Government The Central Board vras to consist of 14 members 
of vhom mne rrould bo elected bv shareholders, a maximum 
of three would be nominated by the Governor-General m 
Council and a Managing Governor and Deputv Managing 
Governor were also to be nominated by him The Govern- 
ment was to be entitled to nominate an official member to the 
Board without having a right of vote The 11 members were 
to be appointed as below — 

(<z) The Presidents and Yiee-Presidents of the Local 
Boards and one more elected member from every 
Local Board for a period of two years 
(6) A- wholetime Managing Governor and a Deputy Manag- 
mg Governor for five years to be appointed by the 
Governor-General m Council, their remuneration 
and allowance to be determined by the Central 
Board “ 

(c) A maMmum of three to be nominated by the Governor- 
General m Conned to hold office for one_^year only 
They could not be Government officers and were 
entitled for remuneration 

A fullv paid-up capital of Kb 5 crores was to be 
raised and the shareholders of the Imperial Bank were to he 
given the first opportumty to purchase the shares of the new 
Bank The amount of the capital recommended was small for 
two reasons Firstly, the shareholders should get as good a 
return as possible and if the amount of capital was'^eat, a 
good return was not possible Secondly, the Government 
vpre to be entitled to a share in the profits ofjfoe Bank after 

feir Punishottamdas Thaturdas did not agree with this view and 
favoured the conversion of the Imperial Bank into a Central Bank 
He did not think that the course vould retard the development of 
commercial hanking and branch banking in India which he regarded 
as verv necessarv but that other commer-ial hanks nould do that 
business in place of the Imperial Bank He also pointed out that if 
two Banks — a separate Eeserve Bank and the Impenal Bank — existed 
^de by s de, enough business for the Reserve Bank would not be 
found Either it would not get enough bills to rediscount unless 
U competed with the Imperial Bank and the Central Bank and the 
Impenal Bank would compete with each other or the former would 
not find sufFcient scope for business to employ funds ‘\lbv 
multiply, if it can be avoided, institutions, supported hv Government 
bilances’” See Paras 61-64 of the Note of Dissent bv Sir Puru- 
shottamdas Thakurdas, to the Report of the HAton-Toun^ Commis 
ston 
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"fclie sliarelioldeis liad got a fixed preferred dividend If the 
capital ivas to be verv large, "tlie profit winch would accrue to 
the Government Avonld be considerably reduced on account of 
the preferred dividend on non earning capital 

In accordance vith the Eesolution of the International 
Financial Conference of Brussels (1920) and of ,Genoa (1922) 
to the effect that Banks, and specially Banks of Issue, should 
be free from pobtieal pressure and should be conducted solely 
on bnes of piudent finance,” the Commission recommended 
that a private concern should be established As it was to 
jediseount banlvable bills held by commercial banks, the 
Board of the Bank could not consist of representatives of 
commercial banks 

Ho shareholder was to have more than ten votes and 
this provision was recommended to prevent a certain section 
of the shareholdeis fiom acquiring a monopolv of control 
The Local Boards were to be invested with powers to approve 
or refuse to appiove transfers of shares to prevent the multi- 
qihcation of an mdividiial’s votmgpov ei by transfer to nominees 

The profits were to be divided as follows — 

“After making provision for bad and doubtful debts, 
depreciation m assets, and aU such items as are usually provided 
for by bankers, and after payment out of the net profits of a 
cumulative dividend at the rate of 5 per cent per annum on the 
jpaid-up capital, there should be allocated to the reserve fund, 
■until such reserve fund is equal to 25 per cent of the paid-up 
capital, three-quarters of the surplus, and one-quaiter to the 
Government Thereafter, imtil the Reserve Fund is equal to 
■the paid-up capital of the bank, one-half of the smplus should 
be allocated to the reserve fund and the other half to the 
Government When the reseive fund is equal to the paid-up 
capital of the bank, one-eighth of the surplus, but not exceed- 
-ing three per cent of the paid-up capital, should be paid to 
the shaieholders, and the balance to the Government ” {Report 
of the HtUon-Yoiing Govi7nis'>ion, page 40 ) 

The Commission rejected the fixed fiduciary issue system 
of reserves because it would not provide the necessary elasti- 
city to the cmTency system in the country In England it 
had done so o-wmg to the development of cheque habit The 
jiroportional reserve system was, therefore, recommended The 
mmimum percentage of gold or gold securities could bo 
exceeded for a temporary penod on the payment of a tax on 
the deficiency and with the consent of the Government 

The Bank Act was to include provisions requiring every 
bank or banker transacting bankmg business in India to keep 
with the Reserve Bank mmimum balance equal to ten per 
cent of demand habihties and three per cent of tune habihties 
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The Bank was to perform the busmc";? ortlimnh \mdcr- 
taken by Central Banks of Issue m oilier countnes The 
Bank A\as not to undertake open market opeiations, but the 
chartei was to include provisions 00111011710? the Bank to 
apply to the Government for power to buy and sell in the 
open marlxot bills of evchanae, jiromiesory notes or other 
commercial paper aiisin? out of honajulc comraeicial or trade 
transactions bcann" two or more good signatures and havinir 
a matuntv not exceeding dO days The Governor-General in 
Council was to fins e due consideration to the effect upon other 
interests concerned of his rcfnsal or permission to enahlc the 
Bank to do so 

The Beserve Bank was to he entrusted with all the remit- 
tance operations of the Government in India and in London 
and the Goi ernment was thus to tease to deal in the exchange 
market This power was necessary for the Bank to maintain 
the external value of the rupee Tlie Secretary of State was 
to fnrmsh to the Bank in advance through the Government 
of India, periodical information as to his requirements which 
could, he approximate onlj and not exact 

With regard to the method of remittance tint has to be 
employed bv the Bank the Commission did not like to fetter 
the (bscretson of the Rank but left it free to follow the most 
smtable method The sterling purchase system in India in place 
of the sale of Council hiUs in London was introduced before 
the Commission made its recommendations It could he 
made pnvatelv and through puhhc tender also Tlie former 
invohed secrecy and favouritism and the objection against 
the latter was that it was conducted by the Secretary of State 
in London Tlie Commission held that the method* of pnbhc 
tender could be employed in India with as great a convenience 
and facility to the commercial public as the pubho tender 
system in London The Commission did not recommend 
any definite method to be pursued by the Bank, but left it to 
its discretion 

In 1927 the Government framed a Bill along these Imes 
proposing a shareholders’ Bank with commercial directorate 
and a new agreement with the Imperial Bank It was referred 
to a Select Committee the majonty of whom favoured a State 
Bank because a shareholders bank would involve domination 
of the Bank hy big capitahsts in the cities and that only a 
State Bank conld inspire confidence among the people 
in India Difference of opinion arose on the question 
of directorate also The majority proposed a Board of 15 
Governors and one officer with a majonty of Indian elected 
members of the Legislature and another three to be similarly 
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“It nmst be clearly understood that all the recommenda- 
tions in onr Eeport ivhich envisage the establishment of a 
Eeserve Bank are based on these assumptions TTe may 
add m tins connection that the foreign experts hare expressed- 
the opinion that a Eeserve Bank can he run on sound hues 
■whether it is formed as a State Bank or as a Shareholders’^ 
Bank, provided that the Bank is kept free from interference 
by Government in its dail 3 admimstration 

EECO-SDrBXDATIOXS OF EOTIXD T.UBLE CO>"FEEEXCE 

Tlie Federal Structure Sub Committee of the First Eound 
Table Conference recommended that ‘-with a view to ensunug" 
confidence m the management of Indian credit and currency, 
efforts should be made to estabbsh on sure foundations and 
free from any pohtical influence, as early as mav be found 
possible a Eeserve Bank which inU be entrusted ■with thu 
management of currency and exchange The Financial Safe- 
guards Committee of the Third Eound Table Conference made 
the estabhshment of federation dependent upon the estab- 
lishment and proper functiomng of a Eeserve Bank m India 
They recommended that “The Committee are of opimon that 
the proposals to be submitted to Parbament should be based 
on the assumption tliat such a Eeserve Bank would have been 
created prior to the inauguration of a federal constitution 
and recommend that steps should be taken to introduce into 
the Indian I egislature a Eeserve Bank Bill conceived on the 
above bnes as soon as possible Certain requirements must 
be satisfied before the Eeserve Bank could start operations 
with a reasonable chance of successfully estabbshing itself , in 
particular that the Indian budgetary position should be 
assured, that the existing short-term debt both m London 
and India be substantially reduced, that adequate reserves 
should have been accumulated and that India’s normal export 
surplus should have been restored ’’ In the Report of the 
Committee it was also placed on record that 'the Secretary 
of State undertook that representatives of Indian opmion 
would be consulted m the preparation of the proposals for 
the establishment of the Eeserve Bank including those relatmg 
to reserves ’ 

The Eeserve Bank Committee was appomted m response 
to that undertaking and it made its recommendations on the 
strength of which the Eeserve Bank Bib in the Legislative 
Assembly was introduced on September 8, 1933, and subsequent- 
ly referred to a Select Committee 

SIaia Eeco-miiemiatioas of the Eeseeve Baxk Committee* 

A private shareholders bank free from any pohtical 
control should be estabbshed 


Jirport of the Indian Central Jiantmn Enqiiiru Committee, pin* 
600 pp 41S-419 



ItBSESYB BANK 


187 


The shares of the Bank should he of Es 600 each and 
on this basis they recommended ‘that the minimum >otmg quali- 
fication should be two shares ivhich must haye been held foi 
at least siv months and that the tqaximum number of votes 
that may be exercised by any one shareholder should be ten ’ 
IVith this limitation on the voting pover the Committee did 
not think it necessary to place any restriction on the amount 
of the capital to be held by any one shareholder 

The majority of the Board of Directors should derive 
their inanclate from the shareholdeis and to ensure the 
representation of all important elements in the economic life of 
the country, they lecommended ‘that a minority of^the_Board 
should be nominated by the Gqv ono '^Geneial m Gounctl 
under the presenT; constitution and^by the Governor-General 
ai Ins chscjctiou under the new constitution, it being under- 
stood that this power uould be exercised to redress any such 
deheiencies ’ There. jweTe_to be fiftej^ or sixteen members of 
the Board as follows — ^ 

S Directors to be representatives of Shaieliolders, ” 
4 Directors to be nominated by the Governor -General 
in Council, 

3 Governor, 

1 or 2 Deputy Governors with no voting power, 

1 Officer of the Government with no voting power 

Appointment of Dtrectoes 

It involves the division of India mcludmg Buima into 
^ye_areas, election by shareholdeis resident m eacli area of 
■membcis of the local board and selection by the latter from 
umong themselves of the directors to represent their respective 
areas 

Appointment of Governor's and Deputy Governors 

The Committee emphasized the importance of appointing 
“the Goveinoi and Deputy Governors of the Bank in such a 
way that they must command general confidence both in India 
iind abroad The majority of the Committee held that the 
Govcrnor-Geneial in his disci ction should be the authority to 
appoint the Governor and the Deputy Governor or Governors 
when the new constitution came into force Before appointing 
■them the Governor -General would ascertain the views of the 
Board of the Bank The minority held that these appoint- 
ments should be made by the Board of Directors subject 
to the approval of theGovernor-Geneial It was finally recom- 
mended that m order to harmonize these views it was necessary 
hhat the Governor and Deputy Governors should be appointed 
by the Governor-General after consideration of the fecommend- 
-ations of the Board of the Bank' ~"Bxcept four, all members 
accepted this solution 
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Share OAPiiAt Share Eegisters 

The onginil share capital of the Baok vas recommended 
to he Bs 3 crores dirided into shares of Es 500 each irhich 
should be fnhy paid A separate register should be main- 
tained in each of the fire areas and the shares should be trans- 
ferable from one register to another so that there Tronld be 
a tree market m them But shareholders should only be 
entitled to vote in respect of the areas in rrliieh they are resident- 

Duties of Locae Boards 

The Local Boards are to be a sort of machinery to appoint 
the directors and their duties are ttiose as may he delegated 
to them by the Central Board They vronld be purely advisory 
bodies but they u ould plav a valuable part m the scrutiny of 
commercial poiver Their functions irould be analogous to the- 
functions of the Discount Committees m Bnlgana, Belgium, 
Japan and Lithuama The Central Board should be empoiverei 
to nommate to each local board not more than three additional 
members nho arc to be full members of the Board except 
that they should not he ehgible to be returned as representa- 
tives of the area on the Central Board and are not to take 
part m the selection of such representatives 

BPA^CH IX Loadon 

The estabhshment of London Branch of the Bank is made 
optional unlike the provision of Clause 6 of 1‘12S Bill and if 
the Bank of England is employed as its London Agent by the 
Keserie Bank, the Bank of England is expected to employ 
the Eeserve Bank as its agent m India 

Structure op the Bauti 

Like the Bank of England, the Eeserve Bank is to be 
divided into tuo departments, the Issue Department and the 
Bankmg Department 

Busus'ess of the Eaxk 

The Central Banking Emimry Committee in paragraph 
607, pages 419 and 420, recommended, that an adrlilional provi- 
sion should he made enabUng the Bank to make loans and 
advances on the security of moveable goods, uares and- 
merehandise as ueE as aganist warehouse warrants and 
warehouse receipts representmg such goods The London 
Committee did not recommend any such provision because 
in their opunon it would tend to render the Bank’s resources 
less hquid and might mvolve it in undesirable competition, 
with commercial banks (Paragraph 17 of the Mepo)l ) The 
Central Bankmg Enquiry Committee had written in this con- 
nection as follows — 
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'This provision may perhaps hS criticized as likely to 
encourage too much competition between the Reserve Bank, 
and the other commercial banks in the country We agree 
that the Reserve Bank should not ordinarily compete mth 
commercial banks for profit, but in our opinion it ought to be 
in a position to operate in the open market and compete with 
the commercial banks so as to make its pohcy effective We 
contemplate that the Reserve Bank need not necessarily avail 
itself of this provision to a large extent, but the mere fact 
of its existence wiU enhance its influence on the level of interest 
rates We might also draw attention to the fact that a number 
of the recent modifications to the South African Reserve Bank 
Act have been on the above hues, the object being to render 
its norking more effective (Paragraph 607, pages 419 and 
420 of the Repo) t ) 

Open Mabioct Operations, 

The Bank .should undertake open market operations,. 
According to the Bill of 1928, the nieetmg of the Board on 
each occasion was necessary to utihze sucli powers The 
Committee recommend that the Board can delegate to the 
Governor poveis in this respect and a meeting of the Board is 
not always necessary to determine the question of utilizing open 
market operations (Paragraph 18 of the EepoH ) 

Exchange Obligations of the Bank 

The Committee lay doivn that m the present state of 
monetary disorganization in the woild, it is impossible to 
incorporate m the Bill provisions which would be necessarily 
suitable when monetary systems generally have been recast 
and stabilized The sterhng standard is considered the best 
standard for India and the exchange obhgations are to be in 
accordance with the rupee sterhng ratio existmg at the time of 
the mtroduction of the Bill There is to be no change in the 
de facio situation by the mere coimng into operation of the 
Reserve Bank The majority of the Indian delegates regard 
the question of a smtable exchange ratio as one of the essential 
factors for the successful opeiation of the Reserve Bank and 
in their view it is for the Government of India and the Legisla- 
ture to examine the relevant considerations to see that minimum 
possible strain is placed on the currency system of India The 
Committee lay down that the whole question of monetaijr 
standard best smted to India wiR have to be reviewed when 
the international monetary position has clarified itseff and 
become sufficiently stable to make it possible to frame more 
permanent piovisions The practice to which the public 
has at piesent become accustomed is recommended to continue 
and the position as if the rupee was still on the gold basis, 
has been assumed as correct 
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Assets a>d Liabilities or Issue Depautmeat 

The rupee redemption fund is recommended to be dispensed 
•with as in the opimon of the Committee the future return of 
rupees over a senes of years is likely to be considerably less 
than in the past years The scheme given belo'Nv is to be 
adopted — 

(1) The amount of rupees transferred to the Bank at the 
outset should not exceed rupees fifty crores 

(2) Tlie surplus amount of rupees "which the Government 
IS to remove from the reserve as a result of this arrangement 
should be held by the Government in a separate account and 
siher is to be held as bulhon, not as coin 

f3) In any year in ■which the minimum holdmg of silver 
rupees by the Bank exceeded fifty crores or one-tenth of the 
total amount of the reserve, the Bank should hand over the 
surplus to the Government to an amount not excetdmg five 
■crores of rupees m any one year The Government would 
pay full value for these rupees Forty per cent of this value 
■can be paid in sterling or foreign assets acceptable to the Bank 
provided the Banks’ external assets did not exceed 50 per cent 
of Its total reserve at that time 

(I) If m anv year the Bank’s maximum holding fell 
below the amounts indicated above, the Government should 
have the nght to sell rupees to the Bank up to a maximum 
of rupees five crores m any one year As the specific rupee 
redemption fund is to he omitted the Committee think it neces- 
sary that at the outset the reserves of the Bank should provide 
an ample margin over the statutory amount 

According to clause 33 of 1928 Bill gold and sterhng assets 
imtiaUy should not be less than 50 per cent of the amount 
of the liabdities of the Issue Department The Committee do 
not propose any alteration, but suggest that the case should 
be exammed by the Government of India in the light of all 
prevaihng circumstances 

Goverxjieat of Ixdia Eufee Securities 

The Committee recommend that the question of the 
holding of the Government of India rupee securities should 
be further considered in India as it was suggested that the 
Emits proposed in the second frouso of clause 31 (3) of 1928 
Bill, may be unduly restrictive of the Bank’s open market 
operations pohey 

The remainder of the reserve should consist of sterhng 
securities and gold com or bulhon Gold ‘securities should be 
replaced by sterhng securities as the holdmg of the former 
would be inappropriate to the sterhng standard and might 



JRESrit'fE BAyK 


101 


be a possible source of wealcness m the existing state of 
imcertamtr Sterling seeimties and gold com or bullion are 
to be 40 per cent of tlie total reserves of tbe Issue Depart- 
ment as proposed by the Hilton-loimg Commission and 
embodied m 1928 Bill 

Bbopobtion op SpruBiNG Secubities AST ) Gold 
The Committee iccommend a minimum gold holding 
of lupees thirty -five crores ivhich represents about 20 per cent 
of the present note liability The Committee argue that as 
long as the rupee is not based on the gold standard, there is 
no logical necessity of prescribing a minimum holding of gold 
and further as gold carries no interest, gold holdings ivill 
tmnecessaiilv reduce the profits of the Bank Foi these reasons 
a substantial amount of sterhng is alivays to be kept to fulfil 
sterhng obbgations But as there is a mdespread feeling 
m India in favour of a gold holdmg as the most reliable form 
of reserve the Committee recommend a minimum gold holding 
of rupees thirty-five crores 

Tlie existing gold assets are to be valued at the existmg 
old panty nhich would provide a cover against loss by a wide 
margin The Bank m this way might obtain a laige piemium 
on tlie gold handed over to it bv the Government If sales 
take place m the intermediate peiiod pending the revaluation 
of gold, the Comnuttce hold that in principle such profits 
should belong to the Government ‘But our view is that this 
unrealized raargm should m some way or other be kept avail- 
able for strengthening the position of currencj' reseives lYe 
recommend that the detailed proposals should be worked 
out by the Government of India for consideration during 
passage of legislation on this subject ’ 

Suspension or Besebve Bequibements 
The Committee recommend a suspension of reserve require- 
ments and the utihzation of inimmum reserves whenever 
neccssaiy subject to the payment of a tax 

Eesebye Fund and Allocation of Surplus 
The Committee approve the provisions for reserve fund 
and allocation of surplus as laid down in clause 4G of the 1928 
Bill subject to certain modifications in respect of distribution 
of dividends The rate for fixed dividend must depend to 
some extent on the return on comparable securities at the 
time of issuing shares The Govern or-Geneial in Council 
IS to be empowered to fix this rate subject to the maximum 
of 5 pel cent The dividend is to be giadually increased up 
to the maximum of f> per cent as laid down in the 3 928 Bill. 
In determining the fixed rate of dividend accoimt is to be 
taken by tlie Governor-General in Council not only of the 
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yield of long-tcnn GoTemment seciinties but also of the pos- 
sibibty of attracting the small investor in the inofussil and 
thereby securing a wide (bstribution of shares 

SCHEDITLED B 

According to clause 14, sub clause 7 of the 1928 Bill the 
Governor General in Council has the pov er to include in the 
Birst Schedule any company vhicli comes under section 2 
■of the Indian Compames Act and i\ Inch is carrying on banking 
business and has a paid-up capital and leserve of an agiiregate 
value of not less than three lakhs of rupees Such banks are 
luiown as Scheduled banks They are to maintain vath the 
Reserve Bank a mimninm balance of not less than 7 ^ per cent 
of the daih average of the demand and 2^ per cent of the 
daily average of their time babihties in India The Committee 
recommend that the question of mminium balance and vhether 
the criterion should be based on the amounts of deposits rather 
than on the paid-up capital and reserves should be considered 
(Paragraph 28 of the Bepoii ) 

EEnATio>'s OF Reserve Bv>k iniH Imperial BivTC 

The Committee recommend that the Reserve Bank 
should be required to enter into an agiecment vitli the Impenal 
Bank according to clause 45 of the 1928 Bill but the period 
of 25 years is considered too long and tins question is to be 
further considered by the Goiernment The agreement is 
to be terminated on several years’ notice on either side Its 
contmuanen is to be dependent on the maintenance of sound 
financial position bv the Impenal Bank It has been further 
recommended that the Imperial Bank should be the 'jole agent 
of the Reserve Bank at all places in Bntish India vhere there 
IS a braneh of the Imperial Bank of India and no branch of the 
Banking Depaitment of the Reserve Bank It applies to 
those branehe® only which exist at the time the Act comes 
mto existence The Reserve Bank should be under no obhga- 
tion to entrust the agenev business to branches of the Impenal 
Bank which come into existence in future and is to be tree 
to make its own arrangements It v as suggested to the Com- 
mittee that a part of the share capital of the Reserve Bank 
■should be allotted to the shaieholders of the Imperial Bank 
-as a sort of compensation, but the Committee have not recom- 
mended any special allocation of the Reserve Bank shares 
to the shareholders of the Imperial Bank as it v ould be incon- 
■sistent with then- scheme of a wider distribution of shares 
They admit that the question of compensation should receive 
■due consideration, but there should be some other form m 
iihich it is to be paid if admitted (Paragraphs 29-31 of the 
Report ) 
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Secretary of State in his reply to question 2fo 8599 undermines 
the foundations of the agreement amved at, and if it is persisted 
in makes the consideration of the alternative of a Bank an 
imperative necessity ’ ‘ 

Thirdly, he lefers to the groiving feelmg in England that 
there should he greater control of the Bank of England by 
the Government and that the constitution and conventions 
of the Bank of England should he changed and that the 
management of the currency should not be substantially inde- 
pendent of the political feelings of the general bodj of the 
community Eefemng to these feelmgs he says that “ they 
should exist is a sigmficant fact , should they gam force and 
be expressed in legislation, uhat will be the position in India 
My country will have a real grievance if, on what may be the 
approximate eve of a change in the histone relations between 
the Government of the day and the Bank of England leading 
to greater pohtical control of the Bank, India finds herself 
closely tied to a system winch England from expenence has 
to reject ” He mentioned this fact for the guidance of 
the Jomt Select Committee that it is undesirable to create- 
m India the feehng that the eouatrv is being irretrievably tied 
to a system which is under cntical exanunation m England 
and when there is this strong movement for a change. 
Obviously he seems to favour a State Bank or a Bank subject 
to pohtical control in India 

Fourthly, he is opposed to the vesting of the Governor- 
General with special responsibihty for the financial stabilitr 
and credit of the Federation The day-to-day management 
of the Eeserve Bank 'Should be the duty of the Board of 
Directors and of the high officers working under them The 
pohey can only be laid down by legislation This legislation will 
be subject to the approval of the Governor-General under the 
new constitution But once it is so its practical apphcation 
IS to be the concern of the Eeserve Bank and should not be 
the responsibility of the Governor-General 

Further, he is opposed to the sale of any part of the silver 
now held in the Currency Eeserves as even now the popularity 
of Currency JTotes depends upon the belief of the people 
that they are convertible into rupees This first bne of defence 
should be preserved ummpaircd ‘This is especially the case 
when the financial world is still desturbed, and time must be 
allowed for the Eeserve Bank to command confidence in action 
The sales of surplus rupees will only command m sterhng about 
one-third of their face i alue and the transaction would, therefore. 


“ Tlie Secretary of State, m lus reph No SoOf), qualified the broad 
pnnciple that the Eeserve Bank should bo fiee from anv pohtical 
influence by the woids, ‘so fax as ve can make it’ 
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involve 8ul)stantial losses, because the silvei was boxiglit for 
eoimng at pnces much, higher than prevaihug now Theie may 
he an imevpected demand for coimng rupees and as there is a 
movement for laismg silver prices, ]ust possible the Currency 
Authority may have to purchase silver at very high prices 
According to him, the Joint Select Committee should not leave 
the question of the sales of silver held in the Currency Beserves 
in India to the discretion of the Goieinment of India 

Gonn yiiNiMim Eeseuves 

The whole of the present gold holding of Bs 44^ crores 
should be earmarked as the rmmmum gold reserve agamst the 
Jlote issue He differs from the majority m this respect who 
lay down that Bs 35 crores should be the minimum and the 
Bank may do anythmg it likes with the excess of Es 9^ crores 
If the minimum figure of Ks 35 crores is accepted, he suggests 
an alternative that a percentage of not less than 15 per 
■cent gold to the Eote issue or Bs 35 crores should be 
laid doiTO whichever is higher and he prefers the first alter- 
native This ho has lecominended with a view to avoid the 
difficulty of leqmring the Keserve Bank to buy gold at a pre- 
nmmi should the cunency reeovciy of the world be slow and 
difficult The most piogiessive countries have conserved 
their gold reserves by putting an embargo against gold export 
•or inci eased them by purchasing gold at a premium, ^ c , 
above par of gold (85 slnllings) even to the extent of 50 per cent 
There is a widespread feeling in India in favom of holding 
gold as affordmg ultimately the most lehable form of Currency 
Eeserve 

In paragraph 26 of their Eeport the Bcseive Bank Com- 
mittee recommend that “NVe approve generally of the provisions 
•of Clause 41 of the 1928 Bill, relatmg to the suspension of reserve 
requirements and the connected tax piovision We think 
It would be weU to bring Clause 41 into a closer connection 
with Clause 31 m older to make it clear that the ‘mimmum’ 
reserve can, and should, be utilized wdienever this is called for 
by the circumstances ” He dissents wuth this view and points 
out that if the minimum leserve can be utilized, it does not con- 
stitute a tiue reseive and the figures indicated m paragraph 24 
of the Committee’s Eeport have no significance then 

The BuPEE-SriJiLUirG Eatio ' 

Sir Purushottamdas Thakurdas regards a smtable ratio 
as one of the essential faetors for the successful woiking of the 
Eeserve Bank Ho does not agree with the view of the Com- 
imttee that the question of a suitable latio for India should be 
left for consideration of the Government of India and discus- 
sion by the Legislature The suggestion of tlie Committee that 



lOG Tut J\vn\ Mn\n MAUht'i 

'flio O'cliancp oWiK i< ions moorpoi vtf d in the Bill iniiM nerPs-* 
fcarilv be in uiOrd niUi fin iiipei stiTlinsr lalio fxihtinjr nhen 
tlio Bill IS introfliued’ is not aitejdihle fo limi A nnien 
of llic ratio IS absoUiith iiuess.nv bifore tin innii"uritirm 
of tlio ttesonc Bank IB niiles lb i! "sn oilier Hmniniou oi 
anxiculluial loiintrs Ins lam ilile to nnint tin Ibr iin nar 
parih of ils iiitnn'l enrr('Ile^ al ils original si itidard. 
Ansfralu md Acn /eiland liam ilqiieeialed tbnr doineslii 
cmiemios betiuf n 10 and ST pir eenl nlnli oilier iisiieiilliiial 
conniiies bur defaulted Tin Indiin ralio bn benv main 
tamed al Is ixl nilli (onsidei tbl<‘ diflalion of eiineim in 
India befntni inj', and 1050 and nith llie forlnilonf export 
of ffold fioin India to the extent of inori linn i.120 nnliion 
suite Sejitemln r 10 51 to d >le 

‘ Citn inajoi oountix Ins titlur been it its])i<-« ir parity 
for cxtlniiKC oi Ins been foiitd to po lower Indi i is the 
one eounliv 'wliirb is nbo\e it Coniiiubinsne nu'asnris 
liaie bten takin in the U S A fo riiseprieesln the mliitionof 
tuiiencx , fnrtbei tin exenifm lias Ixtn arrni d with tlie powei 
to dexaluo the doll m to tiu extiaU of ">0 per tint of its iiold 
content Forlndii Ilmen a slioiiftand stnnpllmiin;' ojnnioil 
that a lowtnntr of tbe eMsline ratio of Is (xl will eixt inucli 
lelicf to the cultix itoi It is axvomaln tint it will put k«s 
fetnm on tin (xiiuntx sistein of India should woild eondition« 
be slow in inipioMiip ’ 

Tlie Kisrnt B ml T5ill was nfericd afin dibatc 
in the Assiii'bh to a ^select romm (fee Tlie tiend of tin 
debate showed tint a majoiitx of tin eieetod members e>r tbe 
le"islatni( fatoiiied a Rtite Bank to .i Share lioldeis B ink, 
01 if the latter, line wanted the Bank to be ibsoliiteh fice 
from iieilitieal control m Enijl ind inel India The Felcef Ooin- 
mittu was expected fo make cert im modiimations so that the 
Bank as Sii George .ScJuister m Ins Kpecch on Tluu^da^ , the 14th 
Seipternbej 103 5, said ‘muRt become a Inisfcel part of tudnn 
public life' and that ‘it nmsl be in Ineb in institution eommand- 
ing the confidente of Indian eipmion, otherwise the whole 
purpose of this projiosal woulel be lost 

The fust thing is that the Bank shniiid be fu'e from 
political mtinenre not m India ilone but m England also 
Tlio Bill as based on tin lecoinmendalioiisoftlie London Com- 
mittee would not be fiee from political influence m England is 
shown m his Xoic of by fen Puinsholtamdis 'riiaknrdes 

quoted aboi e Mr P Singh in the course of llu debate in tlio 
Assembh on the Bilriightly pointed out that “poblnal mfliicnec 
was not being obnimated becaiisc the Goxcmor-Gcncial was 
leprcscntatne of tin largest political paity and Ins powers 
would he exereiscd on behalf of the Secretarx of Slate wlio 
was m tlie hands of the City of London ” The Bank under 
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tliese Piiciimstances could not be free from pobtical influence in_ 
England and tlie Select Committee ■was expected to see that the 
Bntish political influence also A^as eliminated 

The Bill does not proTide that the GoYcrnoi and Deputy 
Govcinois and the inajoiity of duect.ors should be Indians. 
Under the scheme of 3928 Bill there would have been a 
majority of Indian duectois, uhile under the piesent BiU 
even if the shareholders exemse their votes properly, Indians 
could only be half of the directors If the Bank is not to be 
free from British political influence and if a majority of 
Indians aie not its directors, the laiwi! d ehc of shareholders’ 
bank is gone The Committee of the lederation of Indian 
Chambers of Commerce is of the opimon that a shareholders’ 
bank might be acceptable, pi oAided complete national control 
uas assmed and not less than thiee-fourths of the directors 
with voting poAvei were natural boin Indians and 75 per cent, 
of the paid-up capital was reserved for them Su Purushot- 
tamdas Thakurdas vliose view has been quoted above does 
not accept a shareholders’ bank without quabtications ® 

SiATr Fs SnABEHormois’ BjVkic 

An analysis of the constitution of the Central Banks m 
otliei countries shows that there are purely shareholders’’ 
banlcs, State banks, and banks with mixed oivnership as the 
followung table will show' — 


® All Mann Subedai points out in lus Mwoniy Report that by the 
Bubng of then Chninnan tlic Indian Banking Committee aveie pre- 
cluded from laving down the constitution of the Bank In this connec- 
tion he wiites “As the tenets of public piocedure demand, I submit 
to this ruling and lefiain from making anv recommendations on the 
constitution of the Kescrse Bank ’’ 

“The importance of decision on these mattois maa, howeier, 
be indicated The Bescrae Bank is going to be tlie most powerful 
instiument aflectmg the economic life of tins countiy Its eirors 
and accomplishments will tell on the colloctiie uelfue of millions 
of people Its action will he unseen hut not unlelt The Invmnn 
w ould nevei he able to put at its door the consequences, wlucli may 
haie ineMlnbla and certainlv followed from its actions In the eves, 
of the woild outside am thing which the Beseiae Bank of India will 
do, will bo the index of the mind of India The Reserve Bank could 
cause tension and create animosities It is, tbeicfoie essential 
m India’s Intel ests, that the Beseiae Bank sboiilcl reflect in aU. 
respects the Indian n itlou, such as it is ’’ Mnwrity Report of the 
Jndioii Banl iiiy Commithe p 2b6 

■ See Present Day Rant ino in India bv Di Ramachandra Eau, 
page 72 and Central Banl s, bj Messis Kisch & Elkin, Cbaptci II 
Also see the Cliaptei on ‘Cential Banks’ of m-v book “Currency and. 
Coinmei ce A Snivel of fundamental Piinciples and their Application, 
lo Indian Pi oblems’’ toi ’merits and dements of Shaielioldeis’ and. 
State Banks 
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Pure Shareholders’ 
Central Bank 


Pure State owned 
Central Bank 


;Mixed Ounership 


The Austrian >sation- 
al Bank 

The National Bank 
ot Belgium 

The Bank of England 

The Bank of Finnce 

The Reichshank of 
Germana 

The National Bank 
of Hungary 

The Bank of Italv 

The Bank of Japan 

Tlie Nctheilands Bank 

The Norges Bank 

The Bank of Spam 


The Commonwealth 
Bank of Australia 
The National Bank 
of Bulgaiia 
The Bank of Esthoma 
The Bank of Finland 

The Bank of Latvia 

The Bank of Poland 

The State Bank of 
the R S r S R 
The Swedish Riks- 
bank 


The National Bank 
of fVechosloa akia 
The National Bank 
of Copenhagen 
The Bank of Mexico 
The Central Bank ot 
Chile 

The Bank ot the Re- 
public of Columbia 
Till Bank of 
Lithuania 

The Fedeial Resera e 
Banks of the USA 
The Swass National 
Bank 

The Bank ot Greece 
The South African 
Resera e Bank 
The B ink of Albania 


Merits or a Siiarlholders’ Ba>k 


(1) It can be free from poUtiCTlpie'^sureifit is managed 
"by competent businessmen and it can secure independence 
from the interference of the Executive in tbe da\ -to-day 
eontiol of Its business regarding its banking poUcy 

(2) A shareholders’ bank can vrork elDciently as it ■vnll 
be governed by motives of sell-interest and “the 'St-ite is too 
■wooden and soulless to succeed in gauging accurately the 
monetari requirements of business people ” 

(3) The knowledge and experience of practical business- 
men are likely to keep them on the right path and banking 
IS a kind of trade in ■which the State should not take iiart 

De^merits or A Sharer oi deps’ Bank 

(1) Anybody can become a shareholder and will have 
a hand m shapmg the pohey of the bank which will deal ■with 
techmeal matters of currency, exchange and banking 

(2) The control of the shareholders over directors is 
never real and m fact the shareholders themselves are under 
the control of directors and secretaries 

(3) A private shareholders’ bank w’dl concentrate attention 
•on making profits and in case of a Central Bank of Issue the 
policy of hankermg after profits ■will defeat the objects with 
which such a bank is started In order to pay a dividend 
to the shareholders, the South African Reserve Bank had to 
perform additional functions For tlus ‘very reason, the Irish 
IBanking Commission disaiiproved of the idea of the private 
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sliareliolders’ bank All tbe private sbaiebolders’ banks of 
issue except tbe Bank of England and tbe Eeicbsbank of 
Germany are under tbe rigid contiol of tbe State 

(4) In poor countries, it may be unwise and uneconomical 
to pay a bigb rate of dividend derivable from tbe use of tbe 
currency reserves to tbe Bank’s sbaiebolders when capital 
can be easily bon owed by tbe Government at a low rate of 
interest 

(51 Tbe starting of a private sbarebolders’ bank in 
countries wbeie capital is not sufficiently developed inlL 
lead to a bid for ascendency in tbe practical management of 
tbe bankmg and financial system of tbe country, between 
tbe foreign and tbe indigenous capitabsts Foreign influence 
should always be eliminated from tbe management and control 
of tbe Central Bank of Issue 

(6) It IS difficult to reconcile the idea of a privately owned, 
bank with the State guarantee foi its notes 

(7) Such a Bank may not be sufficiently representative 
of all tbe interests in tbe country These arguments cannot 
be said to be very conclusive in favour of State ownership 
of tbe Banks of Issue and in practice Governmental interfer- 
ence in several ways can mitigate tbe evil effects of private 
ownership Arrangements can be made to ebminate foreign 
dominance by laying down that a majority of tbe directors 
should be the nationals of the country to which the Bank 
belongs Tbe Government of tbe day can secure a wide 
representation of all mterests in tbe country by reseiving- 
to itself tbe power of nominating a ceitain number of directors. 

The Government can tone down tbe evil effects of tbe 
shareholders’ Banks of Issue in the following ways — 

(a) by limiting dividends to shareholders , 

(b) by allotting shares to small investors scattered all 

over the country , 

(c) by restricting votmg power to “one man one vote”; 

(d) by tbe prevention of the right to vote by proxy , 

(e) by tbe prevention of manipulation of votes bjr 

big sbarebolders , 

(/) by limiting tbe fimctions of open market opera- 
tions , 

{g) by enabbng tbe State to participate in tbe Bank’s 
profits 

AnGTOIEKTS FOR A StATE-OwED BAFTK 

(1) In India people look to tbe Government to leadl 
any new movement and very great weight attaches to a Bank. 
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founded upon tlie credit of the Government liven Iticardo 
advocated the creation of a fjtale Bank for Bngl ind in 1817 

(2) The State Bank in India would do av\ iv v\ ith the quarrels 
on the part of the various banks for having a share capital 
in the Bank A State Bank would avoid the fear of control 
by foreign capitalists 

(3) The Government keeps a verv large sum of money 
-every month with the Imjieiial Bank without interest which 
it can ulilirc to liquidate a poition of its debt or to reduce 
taxation if it aets as a Central Banker 

(1) A piivate Central Bank can c.isilv become subser- 
vient to the Bntish commucial community wliidi controls 
the Indian hanking of to-dav to a very gre<at extent The 
main reason vvliv Indians are so peisisfent in giving contiol 
to their Legislature is that the Indian Bxecutnc will hayo full 
control over the loan policy etc , of the Bank If the Execu- 
tive IS made responsible to the Legislature this insistence would 
not be demanded as it will cease to be necessary 

DrviEiiiTS or a Stati Bvxk 

(1) The Bank may become a mere department of the 
Government and will reflect the opinion m its policv of the 
majority paitj m power viluch mav be against the best 
interests of the country 

(2) State Bank can also he used for inflationary jiui- 
poses by finance members to balance thou budgets The 
Bank of Amsterdam was used for such purposes 

(3) It IS possible that public bodies miglit not get as 
much credit at the hands of the State Bank as from a Share- 
holders Bank In England there is a keen competition among 
hanlvs for sccunng the accounts of vanous quasi-public bodies 
and if the State acqmrts control over the Bank they fear that 
they would receive less favoured treatment Many State 
Banks as m Russia, Bulgaria, etc hav c met w itli failures 

(4) A State Bank may not he in a position to w eed ont 
the weak and inefficient banks by refusing to rc-discount their 
commercial paper Incompetent hanl^s inay’ be nnrsed and 
well-managed commercial banks may not be developed 

(5) It may not be able to tram an adequate number of 
men who may be able to run banking institutions successfully 
This ciiticism IS unwarranted and m India specially a Share- 
holders’ Bank may not he able to do so as the Imperial Bank 
has not done, but a State Bank is the only institution in India 
winch can be depended upon to achieve this object 

Taking all these considerations into view it is a State 
3ank which is more suitable for Indian conditions but if a 
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Sliarelioldets’ Bank is started, veiy gieat caxc onglit to be 
taken to free it from political control in England The State 
should have the right to purchase the shares of the Bank after 
a period of 3 5 years if it is found out that the Shareholders’ 
Bank has not been able to rise to expectations A certain 
piopoilion of the capital must be reserved for people of Indian 
domicile and a certain pcicentagc of directors must also 
belong to Indian domicile Shaies should be of the face value 
of Rs 100 each and not of E,s 500 in oidcr to prevent big^ 
capitalists from monopolizmg shares and in order to secure 
a wide distribution of shaies The Governor-General should 
not nominate the directors The utmost that the Select 
Committee should have agreed to was that the directors should 
be appointed by the Federal Government subject to the approval 
of the Governor-General 

Relations, betiveen the Bank and Other Banks 

Prefeienee should not be granted to the Imperial Bank 
It should be placed on the footing of other banks According 
to the scheme of Sir Basil Blackett of 1928 the Reserve Banlc 
was to keep a sum of Es 3 cxores with the Imperial Bank free 
of interest The present lestrictions upon the Imperial Bank 
are now to go and it mil thus be able to compete with the 
othei bankers in India rnth the help of tlieii oivn money as 
they mU be required to keep a ceitain minimum balance with 
the Reserve Banlc This would be unfair to them The 
Reserve Bank should show some mdnlgenceto these indigenous 
bankers It may discount tbe bills of member banks up to 
50 per cent of the paid-up capital and resolves of a bank apply- 
mg for accommodation In oui country wheie banking habit 
IS not wen developed, tbe smallest rumour may cause a serious 
run on a bank A sympathetic handling of the situation by 
the Reserve Bank would thus he of the greatest importance 
Indian banks on tbe approved hst should get re-discouut 
facihties at 1 per cent below foreign banks In his editorial 
comments, the Editor of the Indian Finance wrote in this 
connection that “ The term Bankers’ Bank which is usually em- 
ployed m reference to a Central Bank, though no doubt, useful as 
depicting the charactei of its normal working, tends to create 
a misapprehension that the oidmary banks aie, and ought 
to he, the chief beneficiaries of the activity of the Reserve 
Bank Occasions imght conceivably arise vhen the Reserve 
Bank will have to carry out a policy which is opposed to tbe 
narrow interests of the banks In India however, the immedi- 
ate interest of the country lies m the spread of the banking 
babit tlirongb an expansion of the banking service to all parts 
of the country It is obvious that m securing this need, the 
Reserve Bank ivill have to take an acti\e imtiative , and 
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the most linndy uistn.nif'nt‘> art. tlio in(lit;(noub ]omt-stock 
Imnks It jb out of the question that the indmenunts mocs- 
s.in' for hanks to fnjri"e in this notisits should lie id iblo to 
forciftn institution's ’ 

As rcpirdb tht airciKs husini'-s of tho lUhcrso Bank 
there should ht no fasourtd tmtincnt of the Iinpt'rnl Bank 
Tenders should he iiuittd from hinks on ipprosed list for 
coinpetitne tinns and loiitruts for itrincs should he 
ICnen aftei due tonsidi ration of all ( iriunist inc< s Tlu 
Imperial B ink should not tlurefore, he the sole a"ent as 
mentioned in the 'Ihird Mhedule of the Be serve Bank Bill 
The question of S])(tial eoneission to tin Tnijienal Bank is 
proposed in the Bill docs not arise if the Imperial Bank is 
not the '■ole anexit 

Rico lurMUiioN's oi Tiir Toist roMMirrri on 
Rns! tiM B\M» or iMuv Bun 

The Committee reeommcndid a Shaie holder^’ B ink by 
a majority 

Covkiiivtion — The Central Board should ronsist of 35 
Directors as below — 

(ei) A Gosemor and two Depntv Gosernors to he 
appointed bv the Governoi General in Conned 'ifter considering 
the recomiiK ndations of the Bo ml m that behalf The Com- 
mittee iceejited this proposal on tlic nndcrbtandin" that there 
must be prior eonsnltaiion between tho Goa e rnor Ge ne ral in 
Council and the Central Board before am recommendation is 
made 

{b) Four Diiectors to he appointed by the Governor- 
General in Council The Committee were a-isured in this 
connection that tins power would he used to ensure that 
territorial oi economic iiitciests “which haae not secured 
adeeiuate repicsentation in the eleetions shall have such 
inadequacy eonected by this means , hut we eonsider that 
in the instrument of msimctioiis to the Governor-General 
a passage should he inserteel making it clear that this power 
shoiilel he exercised in the trciioral manner indicated above 
anel in particular to secure aelequate representation of the 
interests of agriculture and co operative hanking it these 
interests had not secured such representation among the elected 
■directors ” 

(o) Eight Directors to be elected by shareholders, vi: , 
two for the Bombay register, two for the Calcutta register, 
two for the Delhi register, one for the Madras register, one for 
the Eangoon register and one Government official to be nomi- 
nated by the Governor-General m Council The latter shall 


Jnchan F-mance, dated September 0, 1033 
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not be entitled to vote The Ifominated Directors sliorddl 
bold office for five years 

There should be a Local Board for each of the five areas 
to consist of five members elected by the shareholders and 
three members to be nominated by the Central Board from 
amongst the shareholdeis on the reeaster of that area In, 
exercising the porver of nomination, tlic Central Board “shall 
aim at securing the representation of terntonal or economic 
interests not alieady lepresented” and particularly interests of 
agriculture and co-operative hauls 

Iso person should be appointed Governor of the Central 
Board unless he is a pa son of tested hanling expctiencc cover- 
ing a penod of not less than five years The Government 
membeis pointed out “that commercial banking experience is 
not necessarily an adequate qualification for the head of a, 
Gential Bank, and that recent experience of other countries 
affords many examples of extiemely successful appointments 
of men Mho Mould have been excluded by the Mords of our 
pjoLiso ’’ 'Many members of the Comnuttee M^anted to add a 
provision that out of the three Directors, viz , the Governor 
and Deputy Governors, at least one should be an Indian Tins 
Mas M-aived Mhen the official members in charge of the Bill 
More “prepaied to give a definite assurance in the Legislature 
that the Government vmU take account of oui representation 
and that it will be its policy in nialang the first appointments 
and thereafter that at least one of the three shall be a quahfted 
Indian ” 

B'o person mIio has not some time been engaged in agricul- 
tural, commercial, financial or industiial actmties may be 
a member of a Local Board Salaiied Government officials or 
salaried officials of a State in India, persons who are msolvent 
or of unsound mmd, an employee of a bank or director of a bank 
other than a co-operative bank muII not be entitled to become 
members of a Local Board 

Casual rmcancies foi the post of the Governor or a Deputy 
Governor of the Central Boaid shall be filled in by the Governor- 
General in Council after considering the recommendation of 
the Central Board 

Gcneial Meetings of the Central Boatd — A general meeting 
shall be held annually at a place Mffiere there is an office of 
the Bank and two consecutive meetings shall not be held at 
the same place There shall be one vote for every five shares 
and voting by proxy may be exercised The maximum 
number of votes to be exercised by a person shall be ten 

Sliaie Capital — ^The original share capital is to be Es 5 
crores and the nominal value of the shares has been recom- 
mended to be reduced from Es 500 to Es 100 each Free 
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-marketal)ility of sliaies from one register to another is recom- 
mended “If, contrary to our expectations, it iS found that 
one register is accumulating a large number of shares, nhile 
another is bemg denuded by a really substantial percentage, 
the Government shoidd consider the question of bringing 
forward suitable amending legislation m order to rectify the 
position ” 

The nominal value of the shares originally assigned to 
the various registers shall be as follows — 

Es 110 lakhs to the Bombay legister, 

Es 145 laldis to the Calcutta register, 

Es 115 lakhs to the Delhi register, 

Es 70 laldis to the Madras register, and 
Es 30 lakhs to the Eangoon register 
Right of Disoimination — Iso person shall be registered a 
shareholder who is not — 

(a) domiciled m India and an Indian subject of His 
Majesty or of an Indian State, or 

(b) “A British subject oidinarily lesident m India and 
domiciled m the Umted Kingdom or m any pait of IIis Majesty’s 
Domimons the Government of iihicli does not disciimmate m 
any way against Indian subjects of His Majesty” or 

(c) “A company registered under the Indian Compames 
Act, 1913, or a society registered under the Go-operative 
bocieties Act, 1912, or any other law for the time being in force 
in British India relatmg to co operative societies or a scheduled 
bank, or a corporation or company incorporated by or under 
an Act of Parhament or any law foi the time being in force m 
any part of His Majesty’s Dommions the Government of which 
does not discriminate in any way agamst Indian subjects of 
His Majesty, and having a branch in British India ” 

The Governor General in Council shah, by notification in 
the Gazette of India, specify the parts of His Alajesty s Domi- 
nions which do not discriimnate against Indian subjects of 
His Majesty 

Clause 15 lays down that the first Governor and the first 
Deputy Governors shall be appointed by the Governor-General 
in Council on his own imtiative and the first eight directors 
representing the shareholders shall also be nommated by the 
Governor-General m Council from the areas served respectively 
by the registers The non-official members of the Committee 
made it clear ‘that they would not consider anything less 
■than 75 per cent of the votmg directors as affording a proper 
representation of Indians We have received an assurance on 
behalf of the Government fiom the Government members of 
•the Committee that the Governor-General in Council will 
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cxexcise liis iiowers so as to ensme tlie proper represeatation 
o£ Indians on the fiist Board ” 

BtlSIjSESS -wniOH THE BANK TMAY TRANSACT 

The Bank should do tlie following kinds of business — 

(1) the accepting of money on deposit mth interest fiom, 
and the collection of money foi, the Secretary of State in 
Council, Ijocal Governments, States in India, local aiitliorities, 
banks and any other peisons , 

(2) [a) the puichase, sale and ledisconnt of bills of 
exchange and promissory notes, d^a^\■n on and payable in 
India and arising out of honafide commercial or trade transac- 
tions, bearing tA\o or more good signatmes, one of which shall 
be that of a scheduled bank, and maturing within 90 days 
from the date of such puichase or discount , 

(1>) the purchase, sale and rediscount of bills of exchange 
and other coinmeicial paper, which must be endoised by a 
scheduled bank, and which is diaiin to finance seasonal agri- 
cultni.il operations or the inaiketing of ciops and matuimg 
ivitlun nine months , 

(e) the purchase, sale and lediscount of commercial 
paper bearing the signatme ot a scheduled bank and issued 
for the trading in the secuiities of the Government of India 
or a Local Government or of certain States matuimg witlun 
90 days , 

(3) (a) “the puichase fiom and sale to scheduled banks 
of sterling in amounts of not less than the equivalent of one 
lakh of rupees” , 

(5) “the keeping of balances with banks in the Umted 
Kingdom” , and 

(c) “the purchase, sale and lediscount of bills of excliange 
(including treasury bills) draim in or on any place in the Umted 
Kingdom and maturing within 90 days from the date of pur- 
chase provided that no such purchase, sale or rediscount shall 
bo made in India except with a scheduled bank” , 

(4) malang loans and advances for not more than 90 
days to States in India, local authorities, scliediiled banks 
and provincial co-operative banks on tlie secmity of stock, 
funds, gold or silver, bills of exchange and promissory notes 
eligible for purchase or rcdiscoimt by the Bank , 

(5) the making of advances to the Governor- General in 
Council and to such Local Governments as may have the 
custody and management of their own provincial revenues, for 
a period of not more than tliree months from the date of the 
making of the advance , 
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(6) the is'ue of demand drafts made payable at its onn 
offices or agencies 

(7) the purdnse and sale of Government securities of 
the IJnited Kingdom maturing •within ten years fiom the date 
of such purchase , 

(8) the purchase and sale of securities of the Govern- 
ment of India or of a Local Government of anv maturity, or 
securities of a local authority in British India or of an Indian 
State as mav he siiecified by the Governor-General in 
Council on the recommendation of the Central Board 

“Provided that securities fully guaranteed as to pnncipal 
and interest bv the Government of India, a Local Government, 
a local authority or a State in India shall be deemed to be 
seciuities of such government, oi authority or State ” 

The amount of such securities in the Bankmg Department 
sh ill be regulated as belo-w 

{«) the value of such securities maturing after one year 
should not be more than the aggregate amount of the Bank's 
share capital reserve fund and three-fifths of the habihties 
of the Banking Department in respect of deposits , 

(6) the value of such securities maturing after one year 
shall not be moie than the total of the share capital, reserve 
fund and t'wo fifths of the habiUties of the Department m 
respect of deposits and 

(c) the value of securities maturing after ten years is 
not to evoeed the total of share capital, reserve fund and 
one fifth of liabilities of the Department in respect of deposits , 

(D) the custody of moneys, securities, etc , 

(10) the sale and reahzation of the property that may 
come into the possession of the Bank , 

(11) the acting as agent for the Secretary of State in 
Council, the Governor-General in Coimcil, any Local Govern- 
ment 01 local authority in connection ivith the foUo'WTing 
busmess — 

(fl) the purchase and sale of gold or silver, biUs of ex- 
change securities or shares in any company , 

(0) the collection of proceeds by ivay of dividends, 
interest principal, etc , 

(c) the remittance of such proceeds at the risk of 
the pnncipal by bills of exchange , 
id) the management of pubbe debt , 

(12) the purchase and sale of gold com and buUion , 

(13) the opening of an account avitli oi the making of 
an agency agreement nath a bank iibich is the principal 
currency authority of any country , 
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(14) the boirowmg of money for not more than one 
month for the business of the Bank fiom a scheduled bank in 
India and fiom an outside bank pioTided the latter is the 
principal currency authority m the coimtry The total amount 
of such borioiMug in India should not e’cceed the total capital , 

(15) the making and issue of bank notes 

Open Market Operations or Power op Direct Discount 

The Central Board or the Committee of the Central Board 
or the Goveinoi, if, to the latter two, the power has been 
delegated, is of opinion that a special occasion has arisen making 
it necessary for the purpose of regulatmg ciedit in the interests 
of Indian trade, commerce, industiy and agriculture, the Bank 
can do the following — 

(ft) piuchase, sell or discount bills of exchange and 
promissory notes though the papei may not beai 
the Bignatme of a scheduled bank or a provmcial 
co-operative bank , 

(6) make loans or advances repayable on demand or on 
the expiiy of fixed periods not exceeding 90 days 
against certain forms of security as mentioned in 
Clause (4) of Section 17 , 

(c) purchase or sell sterling m amounts of not less than 
the equivalent of one lakh of rupees 

“Provided that a Committee of the Board or the Governor 
shall not, save in cases of special urgency, authorise action 
without prior consultation with the Central Board and that 
in all cases action so authorized shall be leported to the 
membets of the Central Board forthwith ” 

Central Banking Functions 

(а) The Bank shall accept money for account of the 
Secretary of State in Council, Goveinoi-General m Council, 
and Local Governments ivho have the management and custody 
of their own provincial levenues and make payments for them 
and shall do exchange, remittance and other hanking business 
including the management of the public debt 

(б) These authorities shall entrust the Bank with their 
money, remittance, exchange and hanking business in India 
and sliall deposit free of mterest all their cash balances mth 
the Bank 

(c) The Bank shall he entrusted mth the management 
of the public debt and ivith the issue of loans on conditions 
that may he agreed upon 

“In the event of any failure to reach agreement on the 
conditions referred to, the Governor-General m Council shall 
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(leoulc ^\lnl tlK conaUioiis shill ho’ Such in n^rotmenl 
shall he laul before the liopslatine 

((7) The Bank shall haM' 11» soh> iifrht (o issue notes for 
a peiiod to he deteiinmed b\ the Governor Geiuril in Council 
on the recomnieiuiation of the Centi.il Board Such bank 
notes shall h< legal tender thronghnnl British India 

The Goicinoi Gnieial in Conmil shall snjieisede the 
Ccntnl Board and entrust the noik to sonn othei igcnt\ if 
the Bank fails to taiij out its obligations 

Bl SIM SS SOT \Tioun'> 10 Tin BtMv 

The Bank cinnol' — 

(1) hare a diicct inteiest in any eoinincieiai undertaking 
except -when it is nceessarv to satisfj its tliun 

(2) imichase its onn Shires oi of ana othei bank or 
coniiiany and cannot giant loans uiion the si'curiti of any 
such shares 

(3) adaanco inonea on the senintj of imnioiable 
propert v , 

(4) make loans oi ads inces 

(5) draii or nocopt bills p liable otberniso than on 
demand , 

(0) nlloM inteiest on deposits oi enricnt a( counts 

Assrrs oi aur Issnr lin’AiaunNr 

(It The assets bliall consist of gold com, gold bullion? 
steiling sccuiities, rupee eoin and rupee seem dies iihosc 
value mil not be less th.aii the total of the babihties 

(2) The lalue of gold coin, gold bullion and sterling 
securities is not to be loss than tiio fifths of theialuc of the 
assets 

(1) The amount of gold com and gold bullion is not to 
be less than foity crores of rupees in value The London 
Committee had fixed it at 35 crores 

(4) The remaining assets shall he in rupee com, rupee 
securities of the Indian Goiernmcnt, bills of exchange and 
promissory notes payable in Biitisli India as are eligible for 
purchase by the Banlv 

(5) The amount of Goi ernment of India rupee securities 
shall not exceed one-fourth of tlie total amount of the assets 
01 fifty Cl ores of ruiiees whiclicsei amount is greater, or, vith 
the previous sanction of the Goaernor-Geneial in Council, 
such amount pfas a sum of rupees ten crores 

(6) Gold com and bullion sliall be valued at 8 47612 
giams of fine gold pei rupee, rupee com at its face value and 
securities at their market value 
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(7) Not less tlian seventeen-t■^^ entietlis of the gold com 
and bullion shall be held m British India 

(8) Tlie sterhng securities shall be of the following kinds 
payable in the currency of the United Kingdom, namely, 

(a) balances at the ciedit of the Issue Department 
with the Bank of England, 

{b) bills of exchange having a matuiity not exceeding 
90 days payable at any place m the United 
Kingdom, 

(c) Government securities of tlie Umted Kingdom 
maturing within live years 

Liabiuities or the Issue Depaktment 

The liabihties of the Issue Department shall be equal to 
the value of the cmrencj'- notes of tlie Government of India 
and Bank Notes for the time being m ciiculation The Issue 
Department is to take ovei from the Governor-Geneial m Council 
the liabihtv f 01 all the cmrency notes of the Indian Government 
under circulation In exchange, gold com, gold bullion, sterhng 
spcuiities, rupee com and rupee securities shall be transferred to 
the Issue Department equal m^value to the total amoimt of the 
liability The total of gold com, gold bullion and sterhng 
secuiities transferred shall not be less than 50 per cent of the 
•whole amount transferred and the amount of rupee com shall 
not exceed 50 crores 

“Provided further that the whole of the gold com and gold 
bullion held by the Governor-General m Ooimcil m the Gold 
Standard Eeseive and the Pipei Currency Eeserve at the 
time of transfer shall be so transferred ” 

If the amount of the rupee com is greater than 50 crores 
of rupees or one-sixth of the total amount of the assets, as 
shown m the weekly accounts, wluchever is greater, “the Bank 
may dehver to the Governor-General in Council rupee com up 
to the amoimt of such excess but not without liis consent 
exceeding five croies of rupees, agamst payment of legal tender 
value in the form of Bank Notes, gold oi securities ” If it is 
less than 50 crores or one-sixth of the total value of the assets, 
whichever may be greatei, the Governor-Geneial m Council 
shall deliver to the Bank rupee com up to the amount of such 
deficiency, but not without his consent exceeding five crores 
of rupees, against payment of legal tender value 

Eatio 

Clauses 10 and 41 have been lecommended to remain as 
they aie, 1 c , the Bank shall have the obbgation to seE sterling 
for immediate delivery m London at a late not below Is 6 ^ d 
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pfr xnpf'f' md <o bin sitwlinEr nf n rit^' not iniibir tlnn If 
0 i/lCxJ prr riiper Prinidul tint no por-on ^Inll b( ontstbd 
to roc cue p'l'c ni( iit niib’*-' the 15anb jc c 'infinl Unit tin p^^^lu nt 
0 f -(crlmt: tn bombm In.-- Inen nndi ’ 

PtJ \TIO^'' WITH ‘srHinmi) 

Tbo ntiinbir of mnk'' jndiidod in tl>i i-rcond *rb<dulf' is 
27 xnd the d nh bit tact* “ball not b" below Ti p<ri<nt of the 
dennad bibilitus ind two per cent cd tie tiriit* InbilitK" 
Lnbilitii' will not mrfijdi iho inid np < ijnt il tbo r«'H no=i 
or nn\ credit bilniiu in Hu arob! and lO" nnonnt of tlic Bank 
or the loins boirownl from Hu 15 ink 

If the balnicf n below tin nunimnm pu onbed, tlu’ 
seludiibd bink will pi% lo the Jli'tn** I’ ink for mtb «iifh 
dai pend lilt err Nt at {percent ibo’u the* B ink Kate' on the 
anionnt In vhub the bil’utf r tl*e Ibee'rve Bank u lees 
than the mimnuini prescribed i*nd if on the du of the iic\t 
return the lninK<' n still below the presenbui imnnmnn 
the rates of pemal inlin"<t '■hall be* tin re ued tej tpt'r cent ibove 
the Bank Bite for ouh Mibee qiu’nt d-^t 

7110 Goa ernor Bene r.'l in Coan<il '■Ji'ilj dirt'cl tin* inehuiori 
of a bulk m the lut eif Ncbcdnh'd binks jf jt*. pnd-upeapital 
uid re ent is not U-nS lb ui fue 1 ikbs of rupei ■• iiul can evtludc 
a bank from such lut if it- jiud-iqi eapit i! falls below rupees 
fne lakhs 


Ac I’Ll Ml M wnn uir I'lrntLM B\^K 

(a) The Be sene Bank should euier into an aerneinent 
with the Imperial Bank for a period of 11 jear* and thereafter 
until tenimialed iftei luc aeirs notice on t'lthcr aide 

(h) The lureement shall becondilionnl on the nnmtonancc 
of a sound financial position be the Imperial Bank and if either 
the conditions of the aprre'oment are brole'n b\ the Impenal 
Bank or it fails to maintain a sound finantinl position the 
GoYenior-Gcneril in Council on the recommenidation of the 
Central Board can issue instniclioni) lo the Impenal Bank 
and if tht'T are disrecarded, the agreement may be terminated 

The tenns of the agreement as laid down in the Third 
Scliednie are to he is below — ■ 

(!) The Impenal Bank of India shall be the sole agent 
of the Be sene Bank of India at all places in British India 
where the Imperial Bank has a branch winch was in c’cisience 
at the commencement of the Beserve Bank of India Act 1933, 
and there is no branch of the Banking Department of the 
Besene Bank of India 
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(2) The Eeserve Bank in consideiation of this service 
rendered shall pay to the Imperial Bank of India as lemunera- 
tion a sum v Inch shall be for the first ten years during v hicli 
this agreement is in force a commission calculated at one- 
sixteenth of one per cent on the first 250 crorcs and one-thirty- 
second of one per cent on the remainder of the total of tlie 
receipts and disbursements dealt ivith annuallj’' on account 
of Government by the Impeiial Bank of India on behalf of 
the Beserve Bank of India The lemuneration shall be revised 
after 10 years and the remuneration for the ensmng five yeais 
shall be deteimined on the basis of the actual cost to the 
Tmiierial Bank of India At the end of each quinquennial 
the remuneration shall be subiect to revision duimg the Me 
of the agreement In case of dispute regarding the said le- 
muneration, the decision of the Govcrnoi -General in Council 
shall be final He may lequiie the Imperial Bank to furmsh 
such information as he thinks fit 

(3) In consideration of the maintenance by the Imperial 
Bank of India of branches not less in number than those exist- 
ing at the commencement of the Eeseive Bank of India Act, 
1933, the Beserve Bank shall, until the expiry of fifteen years 
from the coining into force of this agreement make to the 
Impenal Bank of India the follov’-ing payments 

(a) nme lakhs of rupees annually during the first five 
years, 

{b) SIX lakhs of rupees annually during the next five 
years, and 

(c) four lakhs of lupees per annum durmg the next 
five years 

(4) Without the approval of the Eeserve Bank of India, 
the Imperial Bank of India shall not open any branch in substi- 
tution for a branch existing at the time this agi cement 
comes into force 

Povrcn TO Open a Branch in London 

In this connection the Comnuttee ivxite, “We consideied m 
this connection ivhethei itvould be proper to place a statutoiy 
obbgation on the Eeserve Bank to open a branch in London 
We have noted that the present tendency among the Central 
Banks of the world is not to estabbsh blanches outside their 
oivn countries but to employ other Central Banks as then 
agents at foreign centres Wlule we should be unvaUing to 
make any recommendation which could be construed as a 
failure to appreciate the importance of international co-opeia- 
tion between the Central Banks of various countries, we can- 
not accept the viev that the practice of other coimtries aftords 
an exact paiaUel to the particular case of India as regards 
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•and the Cential Banking Bnqimy Committee also started on 
the assumption that it would be a State Bank A Share- 
holdeis’ Bank does not seeme freedom fiom political influence, 
because the Bill does not seek to lemove the influence of the 
Seeretary of State -aho repiesents politics as much as the future 
Indian Minister and hence it does not secure the fieedom from 
political influence 11111011 the Government claims In either 
case the Secretary of State mil have deterimmng voice, but 
in case of a Shareholders’ Bank, he mil be immune from the 
criticisms of the Indian pubUc and of Legislature 

(2) Sevoial countiies of the ivoild, notably Austialia 
and Sweden, have State Central Banks The future tiend 
of the monetaiy pohey and the working of Cential Banks 
cannot be predicted , but the theory of Cential Banlung is in 
the melting pot , and the othci countries may have to follow 
America in the Government taking active and effective part 
in the control of their monetaiy policy “Consequently the 
aigument in legaid to the example of other countries has 
not much force until the conditions of the voild are settled 
don n and n e knon the nature and sigmficance of the profoimd 
changes that are taking place Even in England, the Conserva- 
tive Gor eminent are fmding it nccessaiy to cflect changes 
in the admimstiation of the Bank of England mth a view to 
allow greater voice for the Treasury ” (Pago 16 of the Bcpoit ) 

The arguments for a State Bank are summarised by them 
as follon s — 

(1) In times of crisis tlie Government assumes entire 
lesponsibihtv of the administration of Cential Banks The 
Central Bank functions smoothly only m normal times and for 
such times shareholders are as much unnecessary as the State 
It IS the Governor of the Bank that counts 

(2) The State Bank rviU ahvays command a greater 
confidence of the xmbhc than a Shaicliolders’ Bank in a country 
hke India 

(3) Almost entirely the prolrt will be derived fioiii State 
support , and it is therefore desirable that the tax-payers 
should get the utmost benefit of the profits 

(4) Shareholders do not form a satisfactory electorate 
as those who five at a great distance seldom come to attend 
meetings 

(5) In the case of a private Bank there will bo no 
machmery to demand and enforce larger recimtment of Indians 
in the olhceis and subordinate grades It is only in the case of 
u State Bank that the pohey of Indianization can be effectively 
pursued. 
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The dissentients point ont that if their scheme of a State 
Bank is not accepted, the following changes should bo intro- 
duced in the Shareholders’ Bank scheme — 

[а) 75 per cent of the Directors or members of the Local 
Boards mnst be native Indian subjects of His Majesty This- 
condition ivas accepted by the External Capital Committee 

(б) The Eeserve Bank should estabhsh its oivn branch, 
m London, nliich should hold entirely the foreign balances 
and reserves of the Government of India Mr Basil and Mr Bam 
Saran Das disagree to this 

Eeserve 

Eegarding the amount of Eeserve and the nature of external 
Eeserve three miportant factors should be considered 

1 Paper notes in circulation amounting to Es ISOcrores. 

2 The silver rupees m circulation i\ hich are notes prmted 

on silver 

3 Annual external obbgations roughly amounting to- 

70 crores of rupees 

In view of these faetois, it is suggested that the external 
reserve should be sixty per cent of the babihties in place of 
50 per cent as proposed in the Bill The Hilton-Toung 
Commission had recommended the Ee'ierve to be Es 118 crores 

As there is to be an obligation on the Imperial Bank to 
offer free remittance to the schedided banks from currency 
chests, It IS suggested that the latter m turn should make inter- 
branch transfers for their constituents free of charge 

To give impetus to branch hanking the Eeserve Bank 
should maintain a hst of approved banks They should be 
banks registered in India and should satisfy some minimum 
critena regarding the capital and balance-sheet Any such bank 
openmg a branch m a place where there is no branch of a. 
scheduled bank, should be entitled to an interest-free deposit 
of Es 3,00 000 from the Eeserve Bank for the first two years 
and Es 2,00,000 for the next two years 

Eatio 

They do not regard the ratio question outside the provmce 
of the Eeserve Bank Bdl The Eeserve Bank wall be responsi- 
ble for maintaming the exchange wuthin prescribed hmits 
This is particularly important in the case of India as she has 
large remittances to make 

“This fact IS being fully appreciated in devising the plan 
for a Eeserve Bank for Xew Zealand Smee England went off 
gold standard, Xew Zealand pound has depreciated by 10 
per cent But m planmng the scheme of the Eeserve Bank, 
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-the authorities reahzed that in view of the Bank having to 
iiilfil the external obligations of the country, the depreciation 
of 10 per cent was not enough It has now been decided to 
have a further lowering of the ratio by anotlier 10 per cent 
In the same way, the ratio is, we are convinced, part and parcel 
-of the proposal to establish the Reserve Bank of India ” 

“In oui opmion the 18(7 ratio has done great harm to 
the country The gravity of the harm done can be reahzed 
fiom the fact that India, which en 30 yed, almost umnter- 
luptedly, a favourable balance of trade in merchandise to the 
-extent of about Es 80 crores per annum, had only a merchan- 
dise surplus of Rs 3,38 crores in 1932-33 ” 

“Out of the normal surplus, India was finding it possible 
to meet her recurring external obhgations and also to import 
treasure for the requirements of the population Our foreign 
commitments are now being met by the export of ‘distress 
gold’ This export cannot continue for long Unless adequate 
measures are adopted to restore the favourable balance of 
trade in merchandise to the level of our foreign commitments, 
the Reserve Bank will be faced with an embarrassing situation 
right at the commencement as soon as the exports of gold 
cease or fall off ” 

“We are definitely of the opimon that in view of the 
successful way in which countries like New Zealand and 
Austraha have brought about favourable balances of trade by 
depreciating their currencies, India, too, should lower her ratio 
before inauguiation of the Reserve Bank ’’ Since September 
1931, pound sterhng has been allowed to depieciate to such an 
extent as the British Monetary authorities regard siutable in 
relation to their economic conditions Wlien the rupee is hnked 
to bterlmg, it is assumed that economic conditions are the same 
in England and India If tins weie so the movements in the 
Index of wholesale prices m India should correspond to the 
movements in the Index in the United Kingdom Really it 
is not so In the Umted Kingdom the Index of wholesale 
prices has gone up by 3^- points between September 1931 
and August 1933 In tbe case of India, it has gone down by 
■3 points during the same period This difference of 6i points 
between the level of prices in the two countries conclusively 
shoAvs that the rupee is over-valued In view of these facts, 
the lowermg of the ratio is regarded as the first step m raising 
the level of prices 

Right to Amend the Reserve Bank or India Act 

In one of the Ifotes of Dissent by Sir Sant Singh, a case 
as made out for the fact that the Indian Legislature should 
have the right to amend in future the Reserve Bank Act “We 
consider this right to be of such a fundamental character as 
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to make tlie details of the Bill much less important If the 
Indian liCgislature of the future is denied tlie right to take 
such matters into consideration as may he approved of or 
permitted by the Goi emor-General on the ad-nce of his 
Slimsters the Eeseree Bank mil be fettered in laying doim 
the Currency and Exchange pohcy of India Unless the matter 
IS cleared up to our satisfaction it mil be our duty to advise 
the Legislature not to proceed mth the consideration of the 
Beserve Bant Bill ’ (Extract from the Statement handed 
oyer to the Chairman by twehe members of the Joint Com- 
mittee on Eoserve Bank of India Bill quoted in the Minnie 
of Dissent, page 20 ) 

AxrEMiirEMS jude bt ihe I^DIA.^ Legislature 

The Indian Legislative Assembly passed the foEomng 
amendments to the Reserve Bank of India Bill — 

(1) “Ko person uho having been duly registered as a 
shareholder ceases to he qualified to be so registered shall he 
able to exercise any of the nghts of a shareholder othermse 
than for the jiurpose of sale of his shares ” 

(2) The share capital of the Bank can he mci eased or 
decreased on the recommendation of the Central Board mth 
the previous sanction of the Governor-General in Council 
and mth the approval of the Central Legislature to such an 
extent and in such a manner as may be determined by the 
Bank in a general meeting 

(31 The propo->al for the compulsory estabhshment of 
the London Branch uas earned It -would thus he obbgatory 
on the Central Board to open a branch of the Bank m London 
at the commencement of its operations in India The follow- 
ing arguments uere advanced m favour of the proposal — 

(a) The London Branch would provide valuable opportu- 
nities to Indians to get traimng in banking and to come into 
contact mth mtemational banking experts 

(&) The London Branch uould do more economically the 
work m connection -^uth Home Charges and other operations 
of the Reserve Bank 

(c) It would cause a great saving in commission and 
other charges which India would otherwise be paymg to 
England 

{d) The absence of the London Branch might involve 
dictation by the Bank of England In tins connection the 
Government of India’s Despatch to the Secretary of State 
-nas quoted m which it was stated that the Reserve Bank 
Branch in London should -nork on Imes approved of by the 
Bank of England 
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The follo^\mg aigximents were advanced against the 
proposal — 

(а) The progress in India could best be made by interna- 
tional co-operation 

(б) It would create suspicion in London and load to 
undesirable repercussions 

(c) The Bank of England would be prepared to give 
much better facihties for training Indians than could be 
provided by the Iiondon Branch of the Eeserve Bank 

(d) A blanch of the South African Ileseive Bank was not 
considered fit to be opened in London though South Africa 
had an enormous business to transact m the international 
financial centre The proposal for the London Branch was 
earned 

(4) The Bill as emerged from the Joint Committee 
contained a clause to the effect that the Governor of the 
Beserve Bank should be a iierson possessing tested banking 
experience of not less than five years This clause was pro- 
posed to be deleted and the amendment was carried It was 
pointed out in favour of the clause that the words “tested 
banlung experience ” found place in the legislation recommended 
by the Macmillan Committee for the Canadian Central Bank 
and that tlie South Afiican Act went a step furthei in this 
respect by stipulating that the Governor should be a resident 
of South Africa The motion for the deletion of the clause 
was passed 

Amendments were also moved to lower the ratio and a 
spirited debate took place in this connection The protagonists 
of the lower ratio, or of a change m the ratio, pointed out that 
India’s gold resources had been depleted, her balance of trade 
bad been considerably reduced and it bad mci eased the burden 
of rent and land levenue by lowering the prices of primary 
commodities A ebauge m the ratio was consequently necessary 
to piovide lebef to agriculturists The arguments advanced 
ugamst a change in the ratio vere that it uould increase the 
burden of Home Charges and consequently higher taxation 
would be necessary The lower ratio ivould be beneficial only 
to middlemen and cultivatois would not gam aud it would 
be agamst the best interests of the workers Sir George 
Schustei referring to the ratio quoted the language of the 
London Committee’s Report that provisions in the Bill were 
designed to make clear that there would not be any cliange 
m the de facto situation by the meie coming into operation 
of the Resen e Bank Act Tire Emance Member added that 
“Government takes a stand on that Report We cannot 
a^egard the latio as arising on this Bill at all If we had thought 
■that om introduction of the measure would be made an occasion 
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for attemptmg to tense tlie piesent ratio position we shonli 
never have intToduced the Bill Tlie question -nhich I hare 
to ask the Legislature is whether they want the Eeserve Bank 
and not whether they rant the present ratio We do not 
Keek to get any new confirmation of that from the Legislature 
That already h<as a statutory force and we don t seek or need 
to strengthen it ’ The Assembly endorsed the provision of 
the Bill regardmg the ratio and negatived the amendments 
thereto 

Criticism of the Scheme 

The Reserve Bank Scheme as embodied in the Eeserve 
Bank Bill is open to criticism in the folloiving respects — 

(1) One of the fundamental provisions of the Charters- 
of Central Banks all over the world is that every shareholder 
must be a person belonging to the nationahty of that country 
and even if non-nationals are allowed m some cases to become 
shareholders thev are not allowed to vote at general meetings* 
This fundamental point uas conceded by Sir Basil Blackett 
m 1928 

(2) The power of nominating directors should not have 
been vested in the Governor-General but should rest with the 
Federal ilimster of Finance sub}ect to the approval of the 
Governor-General, if necessary 

(3) The maiutenance of the existing ratio mtact is 
obvionsly disadvantageous from the point of new of India 

(4) It should have been made obbgatory npon the Govern- 
ment to undertake the purchase of gold and to stop gold 
exports Tins is what other eoantnes have been domg in case 
of necessity 

(5) The preferential advantages given to the Imperial 
Bank dre unnecessarv 
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Indian Currency and Exchange 

Ik northern India since the time oE Akbar, earrency had 
■come to consist of the gold Jlohur and the silver rupee and both 
■weighed 175 grains troy In southern India gold was the 
principal currency as undci the Hindu rule preference rvas 
given to the yelloAV metal Aftei the downfall of the Moghal 
Empire a very large niimhci of small independent states sprang 
up ■svhich signalucd theu independence by adopting special 
coins of their owm Wlien the Enghsh East India Company 
came into power in India, a very large niimbei of gold and silver 
coins w ere m circulation in the country without any relation 
to one anothoi * Tlie result w as that the services of appraisers 
“bccaine indispensable to asceitam the value of coins The 
trade of the Compamy was greatly hampered by this state of 
the Indian currency system Thus a senes of experiments 
began m the currency sjstem of India 

The history of Indian currency in the l^th ccutuiy can 
be divided into four periods^ — 

(1) In the fa H pa tod from 1801 to 1835 attempts were 
made by the Company to adopt a uniform rupee foi their own 
territory Botli gold and silver coins xvore simultaneously issued 
with the stamp of the Company with a dcfinito legal ratio 
■and weight and fineness Owing to the fluctuations in market 
puces of the two metals, it was found impossible to maintain 
the legal ratio In 1818, the silver rupee of ISO grains, ll/12th 
fine was substituted for the gold pagoda in the Ifadias Presi- 
dency Though the coinage of the latter was stoiiped. gold 
corns could be issued to suit the convenience of the public and 
they were to he received and paid at all the public odices at 
such rates as wcie to be determined from tune to time In 
1823 tlie Bombay lupee w as made identical avith the Madras 
Tupee and in 1835 the Indian rupee in its present form and 
weight was issued which wms identical wath the Madras rupee 
of 1818 It was made legal tender throughout the Company’s 
possessions and mints wmre opened to its free coinage The 
Indian currency system thus became the silver standard in 1835 
and remained so till 1893 

(2) In the second period from 1835 to 1874 attempts 
were made to introduce the gold standard, hut m the latter 
jeai the proposal was definitely rejected by the Government 


^ Macleod, Indian Currency, p 13 
* Findlay Sluiras, Indian Finance and Banking, p 93 
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of India Tlic Government issued a Proclamation in 1835 
authorizing the public treasuries to receive freely the gold 
moliuis at then face value at the rate of 15 1 Owing to the 
discoveries of gold in 1848 and 1849, gold depreciated in terms 
of silver It became cheap in the market as compared with 
its mint ratio People began to make payments in gold and 
the Government had to ivithdiaw then Proclamation of 1841 
After 1850 the production of silver did not keep pace with its 
demand and there w as a great scarcity of money in the market 
A demand grew up among businessmen for a gold currency 
and in 1864 the Government issued a Notification by ivhich 
sovereigns and half sovereigns -were to be received at 
Goiernment Treasuries at Ks 10 and Ps 5 respectivelv 
The Mansfield Commission in 38GC recommended that gold 
coins of the face value of 15, 10 and 5 rupees should be 
issued and that the currency should consist of gold, silver 
and paper The Government did not take any action 
on the report of the Commission By a Notification in 1868 
the Government raised the rate for the receipt of sovereigns and 
half sovereigns to Rs 10-4 and Bs 5-2 respectively The 
Government thus showed their ultimate desiie for a gold cur- 
rency In 1872 Sir Richard Temple suggested a gold standard 
and currency and urged the appointment of a Commission, 
but in 1874 the Government decided not to accept the proposal. 

(3) The iliiid penod from 1878 to 1893 ends with the 
appointment of the Herscliell Committee During this period 
the price of silver was falling and that of gold was rising very 
much With the depreciation of silver the gold value of the 
rupee w as falhng licavily so much so that exchange fell from 2s. 
gold in 1871 to about Is 2d in 1892 The white metal was 
being imported in large quantities and heavy coinage sent up 
prices in India a good deal Prom 1874 to 1878 there was an 
agitation in India for closing the mints to the free coinage of 
silver with a view ultimately to the adoption of the gold 
standard In the latter year the Government themselves made 
a proposal to the Secretary of Slate for a gold standard for 
India, but the British Treasury to whom the matter was 
referred advised that “it was better to sit still than to have 
recourse, under the influence of panic, to crude legislation the 
lesult of which cannot be foretold and the efiect of w'hich cannot 
be measured ” India consequently supported bimetaUism , 
but the scheme fell through as England was opposed to the 
system 

(4) In ihc fomth penod from 1893-1898 the value of silver 
continued to fall and the American Government repealed the 
Shermon Act according to which they were purchasing 64 mil- 
lion oimces of silver for annual coinage This made the posi- 
tion of the Indian rupee more precarious than ever before and 
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in 1891 the Government of India again approached the Secre- 
taiy of State -with a proposal to close the Indian mints to tlve 
free coinage of silver in older eventually to introduce the gold 
standard if the Brussels Conference which was then sitting did 
not succeed The Herscliell Comimttee to whom the pioposal 
was referred foi investigation and report, approved of the pro- 
posals of the Government of India inth ceitaiu modifications 
They recommended .i sort of limping standard under which 
there was to he no free coinage of gold or of silver The rupee 
was to continue to lemain full legal tender and gold was to be 
used only partially foi currency purposes during the period of 
transition, at the end of which steps were to be taken to 
introduce gold standard 

The recommendations of the Comnuttee weie accepted 
by Hei Majesty’s Goveinment and in 1893 an Act was passed 
to amend the Coinage Act of 1870 and the Indian Paper Cur- 
rency Act of 1882 Indian mints weie to be immediately clos- 
ed to the free coinage of silver, but the Government retained 
power to coin rupees on then owm account On the 2r)th of 
June 1893 three notifications weie issued, wdieieby arrange- 
ments were made for — 

(1) the receipt of gold at the rate of 7 53311 giams of fine 

gold per rupee 

(2) the acceptance of sovereigns at Rs 13 , and 

(3) the issue of cmrency notes in exchange foi soveieigns 

or gold bullion 

The objects ivere to arrest the fall in the exchange value 
of the rupee, to encouiage the import of foieigu capital, to 
familiarise the people with the use of the gold sovereign and 
finally, to discourage the imports of silver The intention was 
ultimately to introduce gold standard to link India immedi- 
ately ivith gold standard countries, but a period of transition 
was regarded as necessary before the actual intioduction of 
the gold standard 

In 1898 the "Fowler Committee wms appointed to consider 
aud report on “The proposals of the Goveinment of India for 
making eSective the pohey adojited hy Her Majesty s Govern- 
ment in 1893 and initiated in June of that yeai by the closing 
of the Indian mints to wdiat is known as the free coinage oi 
silvei That policy had foi its declared object the estabhsli- 
ment of a gold standard foi India 

PuOPO&AIiS BEPORC THE FOWI^ER OOAnnTTEE 

The Committee considered a numbei of proposals, and the 
following w'cro the chief among them • 


" Fouler Committee FepoH paia 1 
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{a) That of (he Ooronmn* of Imho — Tlip Govornmont 
of India proposed tint montj should lx horroued m llnjrland 
and n portion of it should be remitted to India in the form of 
gold to sere e as the basis of gold rt sere t In order to raise the 
goldaaluo of the rupee to In td a certain number of rujecs 
uere to be iiitUed ifttr being uithdravn from circulation 
The silver bullion so obtained u is to be sold for gold nhiih i\as 
to be added to the ro'cne and the Goacrmiicnt iieie not to 
part antli am gold in their possession until the cMhnnge aalue 
of the rupee hid come u]> to Is td Till that time gold Mas 
not to be niadi It gal tinder though th it u.is to h< the ultiaiate 
goal of the turrene\ pohts The FoMlcr Committee did not 
agree with the \iew of the Goeernmeut that “ the nse m the 
ovchangc v^lue of the rupic was cntirelv due to the contrac- 
tion of cumnev, ’ and held that “ the forces which affect the 
gold talue of the rupee are compile ited and obscure in their 
operation’' The v did not recommend, therefore the elrastic 
action of fnitlur eontiactmg the cniTenev as such action was 
Iiheh in tluir opinion to aecentnato the stringenev m the 
Indian monc\ market and pros oke the opposition of the hiifci- 
ness communiti m India 

(6) 7!u Ltnd'.aif Stchemr — Lindsas was the Gcpiitv Secre- 
tan ind Troisurer of the Bank of Bengal and his scheme 
thouiili njectid h\ the Fowler Committee closclv resembled 
tin phn idoiitecl afteiaiards Its essence was to make the 
rupee tiie cireiUating mcclinm in India and gold was not to he 
nude legil tender According to the scheme a long period 
Joan of i 10 nulJton was to be raised in London to he kept 
there 's Gold .Stindard Resene bteihng drafts were to ho 
drawn on London in India for not loss than 11,000 at the 
rate of la I^c? to the rupee and were to ho met from the Gold 
btamlanl Reserve This was designed to prevent a fall in the 
value of the rupee below !>. Id 

In Lonelon inpee drafts were to he sold for not less than 
Rs 15 000 at Is 4 l/lOcf to the rupee and were to he paid 
-at Calcutta and Bonibay If is a result of selling sterlmg drafts 
in Ineba, there was au excessive accuinul'>tion of rupees here 
and undue depletion of the gold reserve in London the excess 


The mam causes of tlic rise in the a aim of the taipec were — 

(a) the contraction of curronca due to the clo'ing of the mints 
to the fret coinage of <-ih ci 

th) the mcrence in the demand foi inonoa hoc iii=o of the expan- 
sion in trade, milnaa deiclopmcnt and irrigation work®, 
etc , 

(c) the snapping of the link between the rupee coin and the 
metal siUer of whieli it wa= made making it possible 
foi the fomict to nse in a nine wrhile the lattei was 
depreciating 
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of luppps -nns to be sold ns bullion and the piocecds sieie to be 
eiedittd to the Gold Standaid Itpsene in London In case 
the stock of iiipops was not adequate to meet rupee drafts m 
India, silver -was to be pure based out of the Gold Standaul 
Heseno in London to be coined into lupces ui India Thov 
rejected the scherae foi ti\o reasons FnstL , it vonld check 
the floM of forei"n capital info India but foieign capital vas 
a^er\ necessary to deaelop Indian eeonoinic resoiirees and 
secondlj, if made permanent, the plan noiild base India’s qold 
standard for all tune on the "ohl resene in London araoiintinfr 
to a fpM million pounds sterling Tlieie aionld be a habibta' 
to pav gold in T/ondon for rupees tendered m India to an 
unlimited extent 

(<) B\hci ^^onom<'lnU^ 1 Jn — ^The Committee rejected the 
plan because it had no adaocates left noa\ and poisons like 
Sir James Westland avho in ISStl had aehementh’ opjiosed 
the closing of the mints to the fioe coinage of silaei aaerc stnet 
opponents thereof m 1803' The lase foi its lestoration a\as 
rendered von aioak ba its actual diseontmnance since 

Lreoaran >D\Tro>s or Tiir Toavirai CoanitaTU 
The Foaalei Committee “ Looking forward to the 
effective establishment in India of a gold standaid and eur- 
renej based on the jinnciples of the fiee inflow and outflow of 
gold,” recommended the following mcasiins'’ — 

(1) The Indnn mints should continue closed to the 
nnrostnetod coinage of silaer and should bo opened to the 
nnrestiicted emmge of gold, 

(2; the soaeieign should be made a current com and 
legal tender , 

(3) the ratio bctw'oen the rupee and tlio pound sterling 
should bo Its 15 to the £ ? c , the exchange value of the rupee 
should be Is Id , 

( 1 ) no legal obligation to give gold for rupees for merely 
internal purposes should be accepted , but 

(5) the net profit on the coinage of rupees should be held 
in gold as a special reserve and made fieely available for foreign 
remittances wlienevcr exchange fell beloiv gold specie point , 

(G) the Government should continue to give rupees for 
gold, but fresh rupees should not be corned until the propoition 
of gold in the currency "was found to exceed the requirements 
of the public 

The Committee thus accepted as tlioir model the limping 
standard adopted by the Latin Union and the United States 


® See Kale, Vol II, Se\cntli Edition, pp 108-00 
® Fowlc) CommiUcc Report, para 61 
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•onder which both gold and silver were imlimitecl legal tender 
with a fixed legal ratio hut mints iveie thromi open to the free 
coinage of gold alone 

These recommendations were accepted without quahfica- 
tion by the Secretary of State who on the 2oth of July 1899 
requested the Goveiaimeiit of India to make preparation for 
the coinage of gold 

(i) Gold CuEnE^c•i 

Isegotiations nere set on foot for starting a gold mint in 
India hut they proved fiuitlcss because of the o])posilion of the 
British Treasury who asked the Secretary of State to reconsider 
the vhole question and said ‘ that sovereigns nere being 
leadilv attiacted to India whenever required, and that there 
was no reason for believing that the position of the gold standard 
in Indi i would be strengthened, or public confidence in the 
intentions of the Goiernment of India confirmed, by the mere 
provision of machinery for the mannfactiue of gold coins in 
the country They further pointed out the practical difficul- 
ties in the way of the estabhshment of a branch of the Eoyal 
jJIint in India, an arrangement vhich they described as ano- 
malous, and likely in practice to give rise to inconvenience 
and possible friction ’ The Go-vernmVpt gave np the schcmi 
in the absence of an assurance that a rcgulai supply of golc 
would be available for minting as thc!i chief tnian mimn{ 
compames had made arrangements for tl'ie regular sale of thei: 
gold outside the country and ncre not likely to alter thosi 
arrangements at an early date 

In 1900 the Goa eniment made an attempt to issue sove 
reigns in circulation and mstructed the railu ays and othe: 
government bodies to recene and iiay sovereigns for their tians 
actions This vas famine time and the attempt failed becaiisi 
of the lou purchasmg power of people then pievaibng through 
out India uhen the soveieign was unsuitable 

In 190e the Government of India apphed to the Secretaii 
of State for a holding of about § 9 million bquld gold m tin 
Papei Currency Eeserve, in order to make a gold cmrency pos 
sible and they pointed out that the popularity of the sovereigi 
was rapidly increasing till checked by the crisis of 1907-0: 
and that sovereigns were actually changing hands at a premiun 
even m the chief commercial centres of the country, whde fo 
ordmary purposes they weie iiractically unobtamable Th 
Secretary of State rejected the suggestion on the ground tha 
they might cause the periodical recurrence of a stringency n 
the London money market 

In 1912 the Government of India again urged the openinj 
of a branch of the Koval !ilint in India and the Secretarj o 
State got into touch with the Treasury and replied that if th 
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two alternatiTCS siiggested by tbe Treasury “ are dismissed, 
at -nill remain to considei wbether it is desirable to produce 
at one of the Indian Mints a separate Indian gold com of the 
denomination of, say, Us 10 , this course would be inexpen- 
sive and w ould avoid the interference of the British authorities 
in your general coinage operations ” and that he would bo 
■prepared to sanction the issue of such a com 

The Government of India accepted the proposal of the Secre- 
tary of State and lequested him to sanction the scheme The 
latter informed them suggesting that the usual procedure for 
ehcitmg public opimon m India sbonld be followed befoie any 
final decision was taken and later on he wiote that the ques- 
tion of gold coinage should be left to be investigated by the 
■Chambeilain Commission 

During the War the Bombay Mint was made a branch of 
the Boyal Mint for the coinage of sovereigns for a short period 
The Bahington Smith Committee in Paragraphs 66 and 67 of 
their Eepoit recommended that “the Branch of the Eoval Mint 
winch was opened in Bombay during the Wai for the coinage 
of sovereigns and half-sovereigns and has since been tempora- 
Tily closed, should be reopened, and that arrangements similar 
to those in force in the tlnitcd Kingdom should be made for 
the receipt of gold bullion for tbe public for comage The 
Government of India should announce its readmess to receive 
gold bullion from the public, whether refined or not, and to 
issue gold com m exchange at the rate of one sovereign for 
113 0016 grams of fine gold, subject to a small coinage charge “ 

In January 1922 the Finance Member in the Legislative 
Assembly speaking on the Resolution of Sir Yithaldas Thacker- 
jsay on cuiiency and exchange gave a guarantee for oiienmg 
Indian Jilints to the free coinage of gold when he said, ‘ He 
is well awaie, Su, that it was a cardinal feature m the policy 
•of the Babmgton Smith Committee that the Indian htmts should 
be opened to the lice coinage of gold Indeed, one of the 
intentions of the Committee in fixing the rupee on a gold basis 
was to permit of the free use of gold currency in India, and 
the opening of the klmts to the free coinage of gold is an aid 
to such a process, though of course it is not in itself an essen- 
tial condition of it ” In short, this is the bistoiy of the various 
attempts made by the Indian Government and the public to 
get a Mint for gold opened m India as lecommended by the 
Fowler Committee 

(iij Gold Standard Bescrve 

Another important recommendation of the Fowler Com- 
mittee was that “any profit on the comage of rupees should 
not be credited to the revenue or held as a portion of the ordi- 
nary balance of the Government of India, but should be kept 
S 
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in gold as a special reserve, entirely apart from the Paper 
Currency Eeserve and the ordinary Treasury balances 

The V ay m which the departure u as made from this 
recommendation is described below 

In September 1900, the Government pi oposed to maugnrate 
this special reserve of gold The profits of coinage for the 
preceding year — foi it was m 1899 that rupee coinage was for 
the first time imdcrtaken after 1893 — amoxmtim to £1 
milhon were not available temporarily as they had been used 
to meet the pressing famine demands 

The Viceroy and the Finance Member in 1909 disagreed 
on the pohey to be adopted with regard to the gold holdmg- 
m the Paper Currency Eeserve and referred the matter to the 
Secretai-y of State who gave a decision regarding the Gold 
Standard Eeserve and not regarding the actual holding of gold 
m the Paper Currency Eeserve, a matter which was referred to 
bun 

In 1907 in response to the recommendations of the Mackaj" 
Comnuttee, the Secretary of State decided that £ 1 milhon 
out of the profits on coinage might safely be diverted from the 
Eeserve to be utiUzed on railway capital expenditure This- 
was contrary to the recommendations of the Fowler Committee- 
and agamst the wishes of the Indian commercial community 
u ho u ere not consulted on the point * Later on it u as decided 
that half the profits on coinage should be spent on railway 
capital expenditure 

In 1908 the Secretary of State telegraphed to the Govern- 
ment that the balance of the Gold Standard Eeserve would be 
lent on secunty on short temporary loans The Goyemmenfr 
of India represented to the Secretary of State on the fobowing- 
points m connection uith the Gold Standard Eeserve m 1909 — 
Firstly the whole of the profits on comage should be de- 
voted to the Gold Standard Eeserve and should be held m a 
hqmd form and that any failure to fulfil the “ defimte pledge- 
of our active support of the Gold Standard either 
through the exhaustion of the Eeserve or for other cause 
uould shake the public confidence in our currency pohey to a 
degree which it would be difficult to estimate ’* (Para 2 of 
the Government of India’s Despatch 2s o 89 of the 1st Apnl, 
1909 quoted bv Sir Pnrushottamdas Tliakurdas m his Jfinnle of 
Dissent to *he HiUon-young Commission Report ) They pomted 
out that it was the intention of Lord Curzon’s Government to 

Foflcr Commxitee pna GO 

® Ahni’le of Fi’ismt of Sir Pm-ushottamdas Thalrurdai> to the 
Eeporfc of the Boval Coirmufsion on Indian Currenev and Finance, 
para 23, p 109 
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lieep tlie reserve in liqnid gold m India and that othei countries 
■were careful to retain the ultimate foundation of their credit m 
■bullion and that their strength in combating a lov? exchange 
■depended on their ability to reduce the supply of rupees and to 
simultaneously augment the supply of gold “ At piesent we 
can only reduce the supply of ruiiees , for oui gold has alieady 
been init on the market , and all that is meant by reahzing 
it IS the transfer of certain securities from Government to 
auothei holdei ” They also referred to the huge loss of about 
£ 15 million gold ■which took place between 1907 and 1909 
as a result of large sales of securities whose prices fell veiy 
much 

Secondly, they requested him to reconsider his decision 
of utilizing half the profits on coinage for capital expenditure 
, on railways and urged upon him the necessity of allowing the 
luture profits on coinage to pass into the Gold Standard Reserve 
•witb-out deduction, until the Reserve stood at a much higher 
figure The Secretary of State refused to accede to the request 
of the Government of India “ in 'vipav of the pecuniary dis- 
advantage of holding a part of the Gold Standard Reserve in 
:gold ” and he accepted the responsibibty for realizing gold secu- 
rities instead of gold when occasions aiose 

The Secretaiy of State further informed the Government 
-that he would shortly revive the arrangements which were in 
force m 1905, 1906 and 1907 for the purcliase of gold in transit 
to England as the stock of gold exceeded £ 5,000,000 In 
those years gold destmed for India was bought in transit by 
the Secretary of State fiom the Exchange Banks, and diverted 
to England by Council Drafts ivliich carried special rates thus 
to attract gold 

klain departures fiom the lecoramendations of the Com- 
mittee summarised — 

3 The idea of a gold lilint foi India Avas dropped in 1902 

2 The comage aa as resumed in 1899 and 1900 to meet the 
■needs of the pubhc 

3 Sovereigns vere issued in 1900, but could not ciiculate 
OAnng to famine conditions and the Government admitted 
defeat very soon 

I The Gold Standard Reserve was formed in 1900 , but 
profits on coinage of the piecedmg year weie temporarily 
unavailable 

5 In 1907 £ 1 milhon of gold out of the profits on coin- 
age was diverted for railway capital expenditure to which 
later on half the profits weie to be diverted 
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6 A portion of tlie Eeserve since 1900 began to be in- 
vested in sbort-term gold securities and gold vas located in. 
London and not m India 

7 Eeverse Councils vere sold on London in 1907-08 

8 “But when, in 1909, tbe Government of India reported 
that sovereigns were in demand and at a premium, tbe refusal 
of tbe Secretary of State to permit a substantial boldmg of gold 
m India, m order to make a gold currency possible, marked 
a debberate departure from tbe Government’s pobcy as laid 
doivn m 1899 

In taking these steps the Government diverted in a sub- 
conscious and tentative measure m tbe direction of tbe Gold 
Exchange Standard The offer of the Secretary of State in 
1904 to sell Council Bills indefimtely and tbe sale of Eeverse 
Councils in 1907-1908 enabled tbe Government to come nearer 
tbe Lindsay Plan and to move away from tbe path laid down 
by the Fowler Committee, namely, the ultimate adoption of 
the gold standard 

Mechoisxi of the GoiiU Exchange Staxdakd 

Tbe Gold Exchange Standard which remained in opera- 
tion from 1898 99 to 1915-16 has been summarised by l^Ir. 
Keynes as below — 

“ (1) The rupee is unlmuted legal tender and, so far as 
the law provides, inconvertible 

(2) The sovereign is unlimited legal tender at £1 to 15 
rupees and is convertible at this rate, so long as the Kotification 
issued in 1893 is not witbdiawn, % c , tbe Government can be 
required to give 15 rupees m exchange for £1 

(3) As a matter of admmistrative practice, the Govern- 
ment are, as a rule, wiUing to give sovereigns for rupees at this 
rate but tbe practice is sometimes suspended and large quan- 
tities of gold cannot always be obtained in India by tendenng 
rupees 

(4) As a matter of admimstrative practice, tbe Govern- 
ment wiU sen in Calcutta, m return for rupees tendered there, 
biUs payable in London at a rate not more unfavourable than 
Is 29/32d per rupee 

The fourth of these provisions is the vital one for support- 
ing the sterhng value of the rupee and although the Govern- 
ment have given no binding undertaking to maintam it, a failure 
to do so might fairly be held to mvolve an utter breakdown 
of their system 

Thus the second provision prevents the sterhng value of 
the rupee from rising above Is 4f7 by more than the cost of 
remitting sovereigns to India, and the fourth provision prevents 
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it from falling below Is 3 29/32^ Tbis means in practice that- 
tbe extreme limits of variation of the sterbng value of the rupee 
are Is Aid and Is 3 29/32d ”® 

The Chasibereain Coadhssioh 

In view of the criticism of the currency and exchange- 
policy of the Government, a Commission was appointed in 
April 1913 with Sir Austin Chamberlain as its Chairman and. 
it issued its report in February 1914 The terms of reference- 
of the Commission mcluded “ the measures taken by the 
Indian Government and the Secretary of State for India in 
Council to maintain the exchange value of the rupee in pur- 
suance of or supplementary to the recommendations of the 
Indian Currency Committee of 1898 ” 

Its Main Eecomwbnhations 
The Commission laid down that “ The time has now arrived, 
for a reconsideration of the ultimate goal of the Indian currency 
system The behef of the Committee of 1898 was that a gold 
currency in active circulation is an essential condition of the 
maintenance of the gold standard in India, but the history of 
the last 15 years shows that the gold standard has been firmly 
secured without this condition 

“ It woidd not bo to India’s advantage to encourage an. 
increased use of gold in the internal circulation 

“The people of India neither desire nor need any consider- 
able amount of gold for circulation as currency and the currency 
most generally smtable for the internal needs of India consists 
of rupees and notes 

“A mint for the coinage of gold is not needed for purposes 
of currency or exchange, but if Indian sentiment genuinely 
demands it, and the Government of India are prepared to incur 
the expense, there is no objection m principle to its estabhsh- 
ment either from the Indian or from the Imperial standpoint r 
provided that the com minted is the sovereign (or the half- 
sovereign) , and it IS pre-emmently a question in which Indian 
sentiment should prevail 

“If a mint for the coinage of gold is not estabhshed, refined, 
gold shoxdd bo received at the Bombay Mint m exchange for 
currency 

“The Government shoidd continue to aim at giving the 
people the form of currency ivhich they (Cemand, whether rupees, 
notes, or gold, but the use of notes should be encouraged 

“The essential pomt is that this internal currency should 
be supported for exchange purposes by a thoroughly adequate 
reserve of gold and sterbng ” 

® Keynes, Indian Currency and Finance, pp 6 and 7 
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It Will lie seen that the Cliamherlam Commission gave up 
-tne ideal of a gold standard based on a gold currency “ and 
accepted m its place an exchange standaid with an excrescent 
currency of soxereigns not essential to the woiking of the 
system” Xo action nas taken on its recommendations owing 
to the outbreak of the Wai 

Effects op the Wvu on Indian Curhency 
The effects of the War mav he considered under two 
periods In the first period from August 1014 to the Autumn 
■of 1015, exchange became very ueak, savings banks deposits 
were wuthdrawn to a great extent, a demand for the encash- 
ment of currency notes ensued and tlierc was a great run on 
the Indian gold stocks These demands of the pubhc were 
fieely met and the embarrassing situation disappeared at the 
end of the period and on the whole it may be said that the 
■GoTemment met the situation boldly and successfully Cur- 
rency notes were readily encashed as they were presented and 
adequate facihties for remittance abroad ivere provided to 
the public Confidence was thus restored 

In the second period from 1913 to the end of 1919, there 
was a rapid rise m the pnee of sdver and it was difficult to obtain 
It for coinage There svas a large excess of exports over 
imports Indian exports were reqmred by the Allies for the 
prosecution of tlie War and imports dechned, firstly, because 
labour and capital were diverted for the production of war 
materials in foreign countries and, secondly, because insurance 
premia ro«e very bigh The exchange thus became embar- 
rassingty favourable to India 

The Governmi nt of India bad to incur a huge expenditure 
on behalf of His Majesty’s Government and between 1914 and 
1919 £ 240 milhon had been spent on nulitary equipment in 
the eastern theatres of the War and on civil expenditure in the 
occupied territory The financing of purchases in India on behalf 
of the Dominions and the Colonies had also to he done Tims 
a very heavy demand for Indian cmTency was created Council 
Bills on a very extensive scale had to be sold in London to pay 
for Indian exports and the coinage of rupees became necessary 
which sent up the price of sih er The rise in the pnee of silver 
was due to the shortage in the supiily of the metal, internal 
disturbances in Mexico, unusually keen demand for it on 
account of the shortage of gold and also because there was a 
universal desire to conserve the supphes of the metal When the 
price of silver rose very much, rupees began to be melted by 
people notwithstanding its prohibition by law as the intrinsic 
•value of the com exceeded its bnUion value The cross rate 
moved against England and wa'i pegged or fixed at $4 76 £ 1 
hy the American and the British Governments Wlien in 



lyDIA^^ CVRPE'<!Gr ARD EXOHAKOE 231 

March 1919 the dollar-sterhng exchange was decontrolled, 
it IS ent further against England and touched $ 3 40 to the £ 
Silvei was purchased m America and as the doUar-steihng 
cross rate moved against England, the puce of silver rose 
Prom 27 pence per ounce in 1915 the price of silver rose 
to 89 pence pei ounce in December 1920 

MCAfeXTlES TAKEN BY THE GOVERNMENT 

(a) The Government controlled the exchange and fixed it 
at Is in Januaiy 1917 Council Bills weie sold only to the 
selected banlis and firms and these were required to do business 
wuth third parties at the piesciibed rates applying their 
resources mamly to selected articles of export which were of 
importance to the Allies 

(b) The Government could not go on selling rupees to the 
public at 1G(Z when the cost of manufactming a rupee became 
much higher than 16d as silver rose in puce In August 
1917 exchange was raised to Is 5d and the Secretary of State 
announced that he would base the rates of exchange on the- 
steihng price of silver The result was a rise m the rate of 
exchange continuously -with a rise in the price of silver, the 
highest point being 2s lid in the eaily months of 1920 

(c) Pw chase of stive) The Government had to take- 
special measures to increase the supply of currency and silver 
was purchased from February 1916, and from September 1917 
the import of silver on private account was completely prohibit- 
ed to remove competition In 1918 the passing of the Pittman. 
Act in America enabled the Government of India to purchase 
about 200 million ounces of silver at 101^ cents per fine ounce 

(d) Economy in the use of silver was exercised Eotes,. 
gold coins and nickel corns of the denonunation of 2 annas, 4- 
annas and 8 annas were issued 

(e) Currency was mflated PTotes were issued ivithout 
the usual metalhc backing and there was a hmitation on the 
daily issue of rupees to smgle tenderers of notes 

if) Certain financial measures as mcreased taxation, the 
lessening of capital and oidmary expenditure and the issmng of 
short term treasury bills were undertaken In these various 
Avays heavy demands for currency in India were met 

The Babington-Smith Co^BIITTEE 

The Secretary of State on Play 30, 1919, appointed a Com- 
mittee piesided over by Sir Henry Babmgton-Smith whose 
terms of reference were to make recommendations “ ensuring 
a stable gold exchange standard” The Committee iveie thus 
precluded from considering any alternative standard and “ thia 
change from a gold standard to a gold exchange standard was 
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5n absolute contriTcntion of ilie currencj policy offlcmlly 
iiclopted in binding on tlic Go\ennnent and the country, 
and btill existing as the xccognircd monetary system of 
Indn ’ 

Mil^ ELCo'niENDATroNS or the CoiniiTXEE 

(1) The lupec s\ithont aiiv change in weight and tincness 
SI as to icmam full legal tender 

(2) It should ha\e a fixed exchange value expressed in 
terms of gold at the i ite of one rupee for 11 3001G grains of 
tine gold, 1 c one tenth of the gold content of the sovereign 

(3) The sovereign should be made legal tender in India 
at Rs 10 

(1) A gold mint at Bombas should be opened for the 
coinage into '‘oiereigns of gold tendered by tlic public and the 
impoit and export of gold nas to he freed from Goicrnment 
contiol as soon as the change in the statutory rate to Bs 10 
per soveieign had been effected 

(5) The Government Kotifitation to gne lupecs for 
sovereigns should be ivithdrann 

(6) The prohibition of private import and export of 
silver vas to be removed 

(7) The Gold Standard Beserse should contain a consider- 
able proportion of gold and the aim should he to hold the 
remainder of the reseri o in securities issued by Governments 
sMthin the Biitisli Empire, other tlian the Goreinmenfc 
of India, maturing aithin 12 months Fifty per cent of the 
Gold Reserve was to be held in India 

Why the CoMMirrEE BrcoMMEXDEn 2s BtTEt 

The Committee anted to maintain the token character 
of the lupee and they thought that at 2s rate the rupee vrould 
be once more cstabbshed as a token coin 

A loiv rate ivould mean high prices vhich svould have 
been disadvantageous to the poorer classes and to those baa mg 
fixed incomes and, therefore, a high rate avas recommended 
It avas regarded as advantageous to Indian producers as ifc 
would keep doaan the cost of inipoited materials and machi- 
ner 5 ' in rupees and a\ ould keep aa ages loav The fear that exports 
aaould be discouiaged aa'as not regarded valid by the Committee 
Tiecause oaving to the avorld shortage of raav mateiials and food- 
stuffs, the demand foi Indian products abroad aias amrv great 

Finally, Government finances avould improve a good deal 
^nd savings m sterbng obligations aa ould amount to 12^: crores 

Ulmulc of Uigsenf of Sir Purushottamdns Thakurdas to the 
JRepoH of the HiUon-Y oung Commission, page 111, para 44 
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of rupees if the old ratio were replaced by tlic nciv ratio of 26?. 
gold Of course there ii oiild be a loss m the revaluation of the 
steiling mTestinents and of gold in London in terms of rupees, 
but it v ould be iviped out by savings in TTome Charges over a 
numbei of years Taxation after some tmio ivould be reduced 
oving to a surplus of revenue caused by the high ratio It 
should bo remembeicd that the rupee iras to be fixed in 
relation to gold and not steihng 

Minute or Dissent by SIii Dalae 

Sir D M Dalai differed fiom the Committee in nearly 
all their lecommendations and more especially in connection 
Math the Committee’s findings foi a high late In his opimon 
the rise in the price of silver could be prevented by releasing 
the embargo on its export and it iias aftei the Wai that the 
greater part of rise m exchange was bi ought about A liigh latio 
Avas opjiosed by bun because it would distiub the relations 
between ci editors and debtors, cause dislocation and set-back 
to vaiious Indian industries and indict losses on India’s exports 
and might also turn the balance of tiade against India There 
ivould be a loss on tlic icvaluation of stci ling secuiities and of 
gold in terms of lupces and theic iiouid bo a verj heavy loss if 
the sovereigns held by the public iiere to be ledeemcd at the 
statutorj rate of Ks 15 

The Govcinmciit accepted the recommendations of the 
Committee and gas e efiect to them The various War time 
restrictions excejit the exiiort duty on silver A\cro abolished 
The soveieign uas made legal tcndei in India at Rs 10 by the 
Indian Coinage Ameudinont Act Ko XXXVI of 1920 and thus 
the legal tender chancter of the sovereign and half-sovereign 
■which vas suspended by Oidimnce Xo III of June 21, 1920, 
Avas restoied Tlie Government sold Reverse Councils to a 
great extent and Indian exporters A\eio anxious to discount 
their cxpoit bills as quickly as possible to sase themselves fiom 
the expected rise in exchange Latei on, hoAvever, le-action 
set in and the demand foi sterling became vciy intense because 
of the decision of the Government about the high latio The 
firms and individuals A\ho ordinaiily Avoiild have Availed for 
mouths to make remittances to England hastened to do so to 
take advantage of the high ratio Theie A\as an era of company 
floatation and orders for foieign plant and machineiy Avere 
placed on a large scale Their cost Avas lemitted in advance 
to take advantage of the high rate of exchange, so long as it 
lasted There Avas a speculation in exchange, for it A\as easy to 
make profits by fiist con veiling rupees into steihng at the high 
rate and tlicn turning steihng back into rupees Avhen the ex- 
change came doAvn according to the exiiectations of specula- 
tors 



TBE INDIAN 210NE1 MABKIT 


23 i 

There was an adverse balance of trade after Januaiy 1920 
wliicli brought down the exchange rate to lower levels Heavy 
-demand for sterhng from speculators brought a rise in its value 
und a fall m the value of the rupee and sometimes the divergence 
between the market and the official rate amoimted to 3d or 
4d vhieh further stimulated the demand foi sterhng By the 
end of June 1920 the market rates had fallen belov the parity 
of even 2 s sterhng The Government then tried to maintain 
the rate at 2s sterling m place of gold Reverse Coimcils v ere 
met b\ selhng sterhng securities and treasury biUs belonging 
to the Paper Cmvency Reserve These securities had been 
bought at Rs 15 to the £, but sold at Rs 7 to Rs 10 to the 
£ and there was thus a loss of about Rs 35 crores measured by 
the difference between their buying puces which '\^ere higher 
and their selhng prices 

The fall of exchange avas rmnous to businessmen also 
This imphed considerable deflation as the total value of notes 
in ciiculation had been reduced from Rs 185 crores to Rs 158 
crores betaveen Febiuary 1, and September 16, 1920 This 
was responsible for a stnngency of money and fall in pnees 
which increased the difficulties of busmessmen who had to 
sell off their stocks at veiy loa\ prices 

The commercial community had thought that the Govern- 
ment avould maintain the high rate of exchange and under that 
■expectation had ordered goods, but exchange fell heavily by 
the time they arrived Businessmen did not cover their losses 
against a fall in exchange and most of them avere ruined 

HiLxoN-TotraG CoioussiON 

In April 1925 the exchange had reached Is Gd or avas 
held there as some people would put it, since then In 1921 
the exchange had touched Is 3c7 sterhng or Is gold and the 
2s ratio remained ineffective for purposes of tender of gold to 
the currency office By January 1923 tlie exchange came up to 
Is 4d steihng and showed a tendency to rise In October 1924 
it reached the level of Is 6d sterling equal to about Is id 
gold Prom that time tdl March 1926 it showed an upavard 
tendenev, “ but it was prevented from rising above Is Gd by 
free pmchases of sterhng on the part of Government ” In the 
meantime sterhng avas restored to parity with gold and the 
rupee remained in the neighbourhood of Is 6fZ gold later on 

On August 25, 1925, a Royal Commission on Indian 
•CmTcncy and Finance avith Lt -Commander Hilton-Young was 
appointed and its Report as as pubhshed on August 4, 1926 
Its recommendations fall under three heads {a) Choice of the 
Monetai-y Standard , (&) The ratio problem , and (c) the case 
Tor a Reserve Bank 
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Bcforo cnnsuiering and propounding thoir omi Kclicme 
for n suitable inonctaij hlandard foi India, the Commissioa 
pointed out the detects of the Gold Evcliange Standard and 
after a duo consideration of Iho altenntno proposals recom- 
mended tlie establishment of a gold bullion standard foi India, 

The Commission siimmansed the defects of the Gold Ex- 
change Stvndaid as belon — 

“ (1) The sjstcm is fir fiom suu])le, and the basis of the 
stabihtv of the rupee is not roadih intelligible to the nmn- 
structed public The ciirrencj consists of tno tokens in ( iicii- 
lalion, nith the unncecssaiv excrescence of a thud full-xalne 
coin nhich does not circiilite at all Onefoim of token cur- 
rency (into nhich there is an unlimited obligation to com orb 
the other) is highly expeiisne, and is liable to vanish if the 
price of sihei uses abo\e a certain level 

(2) Thcic IS a cumbrous diiphcition of reserves, svitli 
an antiquated, and dangerous, dinsion of responsibility for 
the contuil of credit and cmiency iioliej 

(3) Tlie system does not seemc the automatic expansion, 
and contraction of ciirrcney Siieh movements aie too wholly 
dependent on the will of the currency aiithoiity '* 


11 NYritmg nbout tti,. Intk ot nutomnlic expansion and contrac- 
tion of Imlmn ciirroncv, the Commission olisorvt ns below in pnrn H> 
of then Urporl — 

“ Tlic nutomnlic woiking of the ixtbnn(,t standard is thus not 
ndequatclv piovidtd foi in India, and novel lias been The funda- 
mental basis ot such a standard is piovision for tho expansion and 
confi ictmn of tlm volume of ctiriencv As the xcscivc uses oi falls 
with a fnvoinatde or an ndvei-sc balance of liadc the cuiiontj must 
be automaticaltv expanded oi lonliacted, and the adjustment between, 
intcinal and world pines maintained Undei llie Indian sjstcni con- 
traction is not, and novu has been, antoimtic On occasions 
liio oblif-ation t-o buv Ktiilinq exrbnnpe has bcin discharged by tlie 
Gov Cl mnent wit bout any cm i cspondinK expansion ef doim stic evu- 
joncy tbe purchases hav'ing in the first instance In on made against 
Trinsiirv balances and the curicniv expansion Ii is been left to be 
cfTccftd Mibseqiiciillv at the disi rotion of tlic Government Jfoic 
ficiious has been the absence of < ontiaction on oi casions when the cur- 
icncv aiithoritv has liad to sell sleilmp excliango The followang 
t iblf shows how far the sale, of revei-so bills in tlie past liav^e been 
nccoinpanud by conli action ol cunenev — 


Years 

Amount of 
levoises sold 

Hnptes 

1 eel n od foi 
lev ersos sold 

Amount of 
t ontiaction, 
cgcclcd 


£ 

Ks 

Rs 



Lakhs 

Lakhs 

1007-Ofi 00 

8,058,000 

12 10 

12,10 

1009-10 

1 50,000 

24 

Nil 

lOM-lo 

8,707,000 

11,10 

1,05 

1015 10 

i 801,000 

7, IS 

11 

1918 10 

5,115 OOQ 

7, OS 

Nil 

1919 20 21 

55,532,000 

47,11 

14,08 ” 


1 
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(4) The system is inelastic The utility of the provision 
ior elasticity made on the recommendation of the Babmgton- 
Smith Gomnuttee is affected hy the methods of financing 
Indian trade ” (Para 21 of the Beport ) The reference in 
the last point is to the provision of Es 12 crores of loans which 
•can he granted to the Imperial Bank under an A-Ct of 1923 
against genuine bills of evchange 

OTrmu llnrEcrs 

(5) It did not command the confidence of the pubhc 
and a large measuie of distrust was justified by the imper- 
iections of the system 

(6) The basis of the system was far from being simple, 
certam and stable and though a substantial measure of stabi- 
lity in the past was attained, it lacked certainty and simphcity 
without which there can be no confidence 

The Commission considered the following alternative 
systems — 

(a) STEULinn Bxchaisce STAnpAun 

The Gold Eeserve and the Paper Cunency Eeserve might 
be constituted as one smgle reserve under the control of one 
■currency authority which might be required by law to seU 
rupees for sterhng without hmit at the upper gold point of a 
fixed parity and to seU sterhng for rupees at the lower gold 
point of the same fixed parity Thus a perfect sterhng 
exchange standard both automatic and clastic in its contrac- 
tion and expansion and efficient to secure stabihty might be 
developed It v, ould reqmre the least possible metafile reserves 
and would be the most economical from the point of view 
■of the Indian tax-payer It was rejected for the following 
reasons — 

(1) The silver currency would still be subject to the 
threat implied in a nse m the price of silver and if sterling were 
to he divorced from gold, the rupee being linked to sterhug, 
would suffer a smular divorce 

(2) Indian pnees would have to follow sterhng prices to 
any heights to which the latter might go or India would have 
do absorb a portion of this rise hy raising her exchange 


This wa'3 due to fear that the monetary stringency which would 
have resulted from a full conti action would haao dislocated busmess 
In 1020, there -were revenue deficits and a large amount of maturing 
•debt which made greater contraction dilhcult “ Howe\ei that may 
”be, it IS clear that on such occasions the exchange standard was not 
hemg apphed, and possiblv could not have been applied in a normal 
•manner There was nothing in the Indian system to enforce such an. 
Application In 1020 the consequences were disastrous There must 
•ever be danger of such disaster under a system which does not auto- 
-maticallv enforce contraction of internal currency concurrently with 
-the depletion of Beserves ” (Bara 17 of the Report ) 


I 
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(3) There was a disadvantage for India in dependence 
on the currency of a single country however stable and fiimly 
linked to gold 

(b) The Perfection of the Gold Exchange Sxandarb 

The currency authority could undertake to buy and sell, 
at the upper and lower gold points respectively and to unhmit- 
ed amounts, the currencies of any of the principal foreign coun- 
tries on a gold standaid In theory, the rupee would not he 
stabihzed in relation to gold If the currencies of all such 
countries ivith which the rupee was to be related were to vary 
in relation to gold, the rupee would also smulaily vary in 
relation to gold In practice the iiipee would be stabihzed in 
TClation to gold because as the Commis‘=ion thought it would be 
improbable that there should be variations between gold and 
the currencies of the gold standaid countiies The advan- 
tages claimed for the system were that the rupee would be 
stabihzed as it would be convertible into mternational currency 
■at the inll of the holder , the reserves would be simphfied , 
the parity with gold would be established by lav and the 
system would be as automatic as the systems of the USA 
and England 

It was rejected on the fohowmg gioimds — 

(1) The silver rupee would vanish as soon as the rise m 
the price of silver exceeded the melting point of the com Then 
it would be necessary to stop the coinage of the silver rupee of 
the present weight and fineness 

(2) It would not liave the simphcity which is essential 
to secure the confidence of pubhc opimon under present condi- 
tions in India The mechamsm of an exchange standard is 
refined and people see nothmg tangible behind the token 
cuirency to assure its value 

(3) Theie is a large body of public opimon in India that 
IS suspicious of the mechamsm of an exchange standard 

(4) Without some backing more certain, simple and 
sohd, confidence in the stability of the currency will grow more 
slowly than it should, if it grows at all, and progress in the 
habit of bankmg and investment will be delayed “ In the 
present state of its development Indian pubhc opinion will 
have confidence in one thing only as solid enough foi a backing 
for its cuirency and that is gold It reqmres some link that 
is real, and not only real but conspicuously visible, between 
■the cuneney of the coimtry and gold ” (Para 31 of the Repot t ) 

(c) Gold EStandabd with a Gold Odebenoy 

The Emance Department of the Government of India 
prepared a scheme under which the silver rupee would cease 
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to be legal tender, except for snrall amounts, after a period, 
during wbicb it ivould have been convertible into gold currency. 
The ob 3 ects thereof vrere firstly, to simplify the constitu- 
tion of the reserves by ebnunating silver from them and to 
ehminatc the threat to the currency inherent in the possibi- 
lity of a rise in the price of silver by dethroning the rupee from 
its position as a standard com of unlimited legal tender and 
secondly, to promote banking and investment habit by assuring' 
the peoide that they u''ll get gold m exchange for notes 

The reasons for rejecting the scheme are given beloir — 

(i) The effects of India’s additional demand for gold upon 
the future of the gold market -would be very adverse as denoted 
bv the eiadence recened by the Commission fiom eminent 
economists as Prof Gustav Cassel and Mr Joseph Kitchen 
A large extra demand from India for gold -would cause increased 
competition for gold among the countries of the umrld and lead 
to a substantial fall in gold prices and a substantial curtail- 
ment of credit which would be unfavourable to India also It 
was also pointed out that a large quantity of fine gold was nob 
available in America for Indian reqmrements 

(n) The Finance Department had estimated that the 
imtial demand for gold in India would amount to Ks 50 crores 
and the total demand -which would be spread over a period 
of ten years would amount to Rs 137 2 crores The Com- 
mission did not accept this estimate as absolutely reliable and 
pointed out that there could be no certainty that the demand 
would be spread over ten years’ period 

(ni) Fffects on the Hilie) MarXet would be very adverse. 
The prices of silver would fall very much, firstly, because the 
European countries were meeting the demand for subsidiary 
coins by copper and mekel corns and secondly, India would be 
meeting her demand by meltmg rupees , but on the other hand, 
the supply of silver would not fall as silver is a “ by-product of 
the yellow metal and rich nunes would not curtail production 
while the poorer mines would contmue to prolong production as 
much as possible ' Moreover, the mcrease in the demand for 
gold would further depress the gold price of silver 

(iv) The effect upon Silier Hoards m India would be very 
adverse Those v ho had put their sarongs in silver, the poorer 
classes, -would be depnved of a large portion of their savmgs 
by a fall in the price of the yhite metal and the Government 
would also lose heavilj as its reserves would depreciate The 
import duty might g^re some protection against this deprecia- 
tion but then the Government would be under a moral obh- 
gation to mamtain the price of silver practically for all time , 
for at the completion of the plan they would have sold nearly 
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700 million ounces of silver to the people at a piice that Avas 
•possibly double the v orld price 

(v) The effect on China would be that she might be inclined 
to adopt the gold standard as the Chinese “have for a long 
time been trymg to find some means of substituting gold or 
some form of gold standard as the basis of their currency,” 
because the bulk of her trade was carried on with countries 
on gold standard “The catastrophic fall m the price of silver 
m terms of gold which vould take place on the bare announce- 
ment that surplus silvei equal to the vorld production for 
tliree years was for sale, ivoukl undoubtedly tend greatly to 
accelerate the movement in China and might induce her im- 
mediately to set about securing the gold needed as a basis for 
instituting some form of gold exchange standard ” That would 
depress the prices of silver still furthei as China would also sell 
silver 

(vi) Raising the required e> edits would be very difficult 
The USA would not be willing to giant the requisite gold as 
the country aa as much interested in the price of silver, being a 
great silver piodncing country Great Britam would not co- 
operate AAith India Anthouttho help of the USA “Both authori- 
ties viCAA the proposal Avith alarm on the grounds that it Avould 
retard the progress of monetary reconstruction in Europe, 
would upset Avoild prices, and Avould be fundamentally harmful 
both to India and to the rest of the world In these cir- 
cumstances It appears that msuperable difficulties Avould be 
encountered in obtaining the necessary credits ” (Para 51 
of the RepoH ) 

The Commission did not also accept that the scheme would 
attain the object of educating the Indian people in the habits 
of banlang and investment more speedily than any other 
scheme Avould Eor all these reasons, the scheme was rejected 

Gold Bullion Sta.ndakd 

The Commission recommended a Gold Bullion Standard 
for India They arrived at the conclusion that in order to 
secure public confidence in India, the currency of the country 
must be linked Avith gold in a manner that was real and conspi- 
cuously visible, or, in other words, that it was necessary to estab- 
lish a true gold standard They proposed that an obligation 
should be imposed by statute on the currency authority to buy 
and sell gold Avithout limit at rates determined mth a fixed gold 
parity of the rupee in quantities of not less than 400 fine ounces 
and there Avas to be no bmitation AVitli regard to the purpose 
for which gold was required This would secure the stabihty 
of the gold value of the rupee and exchange Avould be stable 
■Avithin the gold points 
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The fact that the demand for gold m India is not 
purely for monetaiy purposes was to be taken into view “It 
IS essential, therefore, that the conditions ■which are to govern 
the sale of gold by the currency authority should he so framed, 
as to free it m normal circumstances from the task of supplying 
gold for non-nionetary purjioses In order to achieve this 
object ■we propose to fix the selhng prices of gold at rates vrhich 
will enable the bank to replenish its stock of gold without loss 
by impoitation from London Tlius when exchange is at the 
upper gold point the selling price for dehvery at Bombay will 
be the par value, ^ e , Es 21 — 3 — ^10 per tola Wlion ex- 
change is below this point, the Bank will be required to sell 
gold for delivery in London or Bombay at the option of the 
purchaser at certain notified prices These prices ■will be de- 
termined by the cost at which gold could be respectively pur- 
chased in London oi laid do^wn in Bombay from London when 
exchange is at the lower gold point The option to the pur- 
chaser on the other hand to buy gold for delivery in London 
at the prices detcimined leaves the margin between the upper 
and lower gold points of the exchange as narrow as it could 
be, liavmg regard to the cost of moiung gold to and from its 
most convement gold centre ’ (Para 65 of the Beport ) 

The legal tender quahty of the sovereign w as recommend- 
ed to he removed The obhgation was to sell gold bars and, 
therefore, no gold com was recommended to lemam in circu- 
lation 

Gold saving certificates qiayable in gold weie to be intro- 
duced because the ohhgation to huy and sell gold bars in quanti- 
ties of not less than 400 oimces would have only an indirect 
effect upon the people in establishing confidence in the currency 
as bankers and bullion brokeis only would make direct use of 
the provision To bimg home to the masses the fact that gold 
would be the standard of value sa'xings certificates weie to be 
issued, redeemable in three or five years in legal tender money 
or gold at the option of the holder They weie to he issued in 
denominations of one tola and integral number of tolas, and sold 
for legal tender money, rupees and notes, at a price winch would 
give the holder an attractive yield m interest The holder 
was to be given facihties to get them encashed at any tune 
during their currenev at certain rates of discount, but until 
the date of maturity they w ouM be paid in legal tender money 
and not in gold 

Tliese certificates were to demonstiate to the holders the 
advantages of and provide an incentive to investment and 
they were to be a powerful antidote to hoarding They were 
expected to solve the problem of India’s hoards 
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This scheme -was to have the same advantages as could 
floAY from a gold currency It vrould provide stabihty to the 
curiency system as people would have confidence that the 
basis of currency was gold It would be simple and certain 
and would provide elasticity to the currency system When 
gold bars were given by tlie currency authoriti'^ for notes or 
rupees, the currency would be expanded It would leave the door 
open for the introduction of a gold cmrency if in future it was 
thought proper and practicable to intioduce it The expeii- 
ence of Europe and the USA iiroved that a gold cuireney 
was not necessary for a gold standard 

CONVERTIBILTTV Or HOTES INTO SlLVEU EUVEES 

There was to be no obligation to conveit the new notes 
into silver rupees, but this obligation was to continue with re- 
gard to the notes of the Government of India so long as these 
notes ncre to remain in ciiculation In practice, however, 
rupees were to be made fieely available to people in order to 
secure the latter’s confidence One rupee notes were to be 
introduced and notes of higher denomination were to be con- 
verted into notes of smallei denomination or silver rupees at 
the option of the currency authority “ Tins statutoiy pro- 
vision would in form leave it optional ivith the currency autho- 
ntj'- to determine the foim of legal tender money to be suppbed 
but we piopose to ensure that all reasonable demands 
of the public for metallic cunency shall be met in practice ” 
The Paper Curiency Eeserve and the Gold Standard Eeserve 
were recommended to be unified to secure simphcity 

Composition of the Comhikeh Besekve 

The Committee proposed that in the first place the com- 
position of tlie combined reserve should be fixed by statute 
Tlus Mould secuie the automatic expansion and contraction 
of the currency Secondly, it should be laid down that gold 
and gold securities should not be less than 40 pei cent of the 
Reserve, though the curiency authority should keep a leserve 
ratio of 60 to 00 pei cent in view of the obhgations imiiosed upon 
It If the pioposed Gold Savings Certificates proved popular 
the Government would require more gold to encash them on 
maturity, but the extent to which moie gold would be reqmred 
would depend upon experience 

The holding of gold was recommended to be raised to 20 
per cent as soon as possible from about 12 8 per cent at which 
it stood at the time the Commission made its recommendations 
It ivas to be raised to this percentage m five years and to 25 
pel cent in ten years’ time “During this period no favourable 
opportumtj of fortifying the gold holding m the Reserve should 
be allowed to escape ” (Paaa 78 of the Bcpoit ) 
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The Commission recommended that though silver reserves 
Tvere out of place m a gold standard system, yet to meet genuine 
demands for purposes of circulation, it was necessaiy to hold 
a considerable quantity of rupees This demand was exiieet- 
ed to be reduced with the groiving populantj' of the notes 
The silver holding in the reserve was to be reduced from Rs 83 
crores to Rs 25 croie« giaduallj -within a period of ten jears 
The balance w as to he held in the Go\ crnmeut of India rupee 
seciinties and self-bqmdatmg trade bills The holdings of the 
Government of India rupee securities were to be limited to 25 
per tent of the Eeservc or Es 50 crores whichever was less 

It was fuithor recommended that “ the new Eeserve wall 
hate to maintain the external convertibihty of a circulation 
winch includes both paper and silver tokens As regards the 
formei, the liabibty will, of course, be equal to the total out- 
stanebng note circulation But m the case of the silver rupee 
such a cent per cent backing is neither possible nor desirable 
There is obviousl-y an irreducible inimmimi below which the 
rupee circulation cannot fad, if the business of the country is 
to be carried on Moreover, even of that portion of the silver 
circulation which is potentially contractible only the difference 
between the face value and the leahaable bullion value need 
be covered Any estimate on such a subject must be laigely 
conjectural and subject to variations in the pnee and market- 
abihty of silver We have fixed a moie oi less arbitrary figure 
of Rs 50 crores as the assumed habihty of the Reserve in 
respect of the contractibdity of the rupee circulation ” 
(Para 82 of the Repo? t ) 

STABICIZATIO^ or THL ROPEE 

The Commission argued that the time was fully ripe for 
stabilizing the rupee in view of the fact that the United 
Kingdom, the Dominions and other countnes were returning to 
the gold standard and gold prices were more or less stahibzed 
So long as there was no such stability, there would be lack of 
confidence, commercial imtiative would be discouraged and the 
maclunerv of commerce would be clogged and hampered The 
Commissiou, therefore, concluded that it was safer to stabihze 
the rupee than to wait “ A stable exchange is an inestimable 
hoon,” and, therefore, the Commission did not think it desir- 
able to postpone it for the sake of absolute security wlucb was 
imobtamable in the practical world 

They recommended Is Gd gold as it had been the pre- 
waihng rate since June 1925 At this rate the puces in India 
had attained a substantial measure of adjustment ivith those 
an the world at large and any change m the rate would mean 
a difficult penod of readjustment involving widespread 
economic disturbance Their arguments were as below — 
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(i) From Decembei 1922 to June 1924 tho rupee remain- 
ed fairly stable round Is 3d gold, but the lupee price level 
ranged lound a mean of about 176 

(ii) In the folio vnng year, the lupee price level fell below 
160 vliile the lupee was using to Is 6d gold The rupee had 
risen to about Is 6d gold by January and Avas held AAithin 
Is Gd gold points since June 1925 Prom July 1924 to June 
1925 the rupee puce level fell from 179 to 157 and varied Avithin 
the limits of 1G3 and 151 since then (Para 182 of the 
BepoH ) 

(ill) Since then tho rupee had been about Is Gd gold 
and the lupee price level ranged round a mean of about 158 
AAith a tendency to fall in sympathy vitli Moild prices 

The level of lA’orld gold puces Avas approximately the same 
at the beginmng of period (i) and at the end of period (iii), 
shoAving theieby that a substantial eqmlibrinm was attained 
about the middle of 1925 and Avas since maintained 

The mam aigiunent of those avIio doubted the adjustment 
of AA orld prices to 1 s 6d a\ as that it Avas not tiU Jime 1925 that 
the rupee had attained Is Gd gold Since then the rupee 
prices had been practically stable in relation to Avorld puces 
and hence the adjustment had yet to take place The Com- 
mission argued that though the rupee did not defimtely reach 
18d gold ,till June 1925, it had already traversed more than SO 
per cent of its upAvard journey from i5d to ISd goldbetAveen 
July 1924 and January 1925 and before June 1925 there had 
already taken place a heavy fall m rupee prices in relation to 
woild prices 

Tho fact that exchange had lemained steady during the 
preceding 12 months Avas another indication of equiUbiium 
between external and internal prices It Avas urged against 
this viCAv that exchange had been kept at Is Gd by Govern- 
ment mampulation , but the Commission argued that the 
so-called manipulation Avas confined to an addition of nine croies 
to the note cii culation during the busy season and a Avithdraival 
of 8 crores at the end of it 

The fact that there was no adveise effect upon exports 
and imports Avas another indication of adjustment between 
external and internal prices “AH the above considerations 
point to the same conclusion, -wi;: , that after twelve months 
of the Is Gd rate of exchange, substantial adjustment of puces 
has been attained , and this conclusion is borne out by the 
experience of other countries Avhich have recently stabihzed 
their exchanges ” 

Wages Avere also in adjustment with the prevailmg level 
of puces and exchange Prices react on wages sooner or later 
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Thc GoAn^ssto^' A^s^^^R the Akguments rou is 4(? 

The advocates of Is Id pomtcd out that this rate was 
“natural” latc , hut the Commission did not accept this con- 
tention They argued that “ flucluations in exchange arc pro 
dneed hy the mutual iniciaction of internal and external puces, 
and as the lei el of internal puces is determined mainly by the 
volume of uiteinal cmrciieythc only rate which can properly 
be legarded as natural is the figmc at which these prices are in 
adjustment with the existing volume of cuireiicy and are also 
in equilibrium with external pi ices Prom this point of view 
3s 6d appears to be deaily the “natunl" late under present 
conditions Tiie term, howeier, appeal s to be loosely used 
to denote the rate which would result if no attempt were made 
either by statutory enactment oi executive action to auchoi 
the iiipcc at a particular point If hiicli a policy were adopted 
there can be no doubt that in acouutiy liko India where there 
are inde seasonal fluctuations of tiade, there would bo similar- 
ly extensive fluctuations In the rate of exchange amidst which 
it would bo impossible to distinguish any paiticular rate as 
natural ” 

Anothoi argument of the advocates of the loiver ratio was 
that as it w'as seemed through Government manipulation, distur- 
bances in it w ould bo less liarmful than (bsturbaiices in the other 
rate The Cominission replied that when prices and other 
conditions were in adjustment with those m the woild at large 
on the basis of an existent exchange late. the question of the 
means by which that rate came into existence had no beaiing 
on the extent or violence of the economic disturbances wduch 
would be caused by changing the rate 

It was also pointed out that the loweriate would reduce 
the total demand for gold in connection wntli the mtioduction 
of a gold standard and further that lu case of tlio failure of the 
monsoon, it would be easier to maintain the lower rate than to 
mamtam the higher rate as the latter one would require moie 
gold and sterling reserves The Commission argued that the 
Jower rate wmuld require an increase in circulation of the mone- 
tary unit by an equal percentage and, therefore, the same 
reserve of gold ivould be necessary as at the liighei rate As 
regards the second suggestion it was pointed out that if gold and 
gold securities reserves were sufficient for effecting the necessary 
contraction of the rupee cu dilation, there was no ground for 
thinking that it would bo more difficult for the central currency 
and banking authority, with full power to make its credit pobey 
effective, to maintain Is 6d exchange than to mamtam Is dd 
rate 

The testing time would come in case of successive bad 
monsoons, but the Comnussion suggested that it would come 
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equally at tlie Is 6d , Is id or any other rate and that the 
ahihty to maintain the rate ivould depend not upon the rate 
itself but upon a proper utilization and maintenance of 
adequate gold reserves 

Another argument for Is 4d iras that at that rate it uould 
be easier to meet foreign competition than at the higher rate 
The Commission argued that vrhen foreign currencies vrere 
stabibzed Is id ratio ivould not leave India in a better posi- 
tion and durmg the period of instabihty of foreign currencies, 
it vas desirable to apply other remedies than to mampulate 
the currency If other countries depreciated their currencies, 
that vas no reason i\hy India should do so 

The case for the low rate was supported on the groimd 
that India absorbed abnormal quantities of gold because the 
metal vas cheaper at the higher rate than at the lower rate 
and to put a check to this mereasing absorption, the rupee pnce 
of gold should be raised by lowenng the gold value of the mone- 
tary nmt The Commission argued that a change in the gold 
value of the rupee would involve a corresponding change in 
the rupee pnces of commodities and that the mere lowenng of 
the ratio could not result m more than a temporary alteration in 
the relative cheapness of gold and general commodities It u as 
not possible to cure India’s appetite for gold by lowering the 
exchange The only safe method to eradicate this v asteful habit 
was to stabihze the currency, establish confidence in its stabihty, 
educate people in the habit of mvestment and extend hanking 
facJhties 

Another argument for the lower ratio was that in case 
ivorld prices fell in future, Is 6d ratio v onld accentuate the fall 
m India and make it specially ombarrassmg to mamtam the 
ratio The Commission argued that the fall in prices m 1920 was 
abnormal and uas an aftermath of a world- vude upheaval, a 
reaction from the enormous expansion of credit that took place 
dunng the IVar and that it uould be imprudent to base the 
currency on the supposition that such conditions were likely to 
recur If stabihty was aimed, it must be assumed that the 
P'-nod of catastrophic disturbances was over and that prices m 
•’'utore wonld ho normal Further it u as a nsk m the opimon 
'U the Commission to which India wonld he subjected at any 
ratio 

Ecooutc Effects of Is id Bate 

The Commission argued that the economic effects of 
Is id ratio uonld be very bad The lower rate would 


In tins case the advocates of It id ratio proved to be nglit 
Tin. fall in prices 'incr 1029 Ins been much moie severe than the one 
in 1020 and it Is 1«? conditions vould have been better because 
the higher ratio accentuated the fall jn puces in India 
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laisc prices by 124 per cent i\luch Mould be severely felt by 
-eonsumeis in "cneral, and b\ Uioso nitli Ion fived incomes, 
i 0 , bj the poorly p iid niembeis of the literate class It svould 
also mean an arbitral v leduclion m the real vages of labour 
The adoption of the lowci late would induce (he lenuUeis 
of money to England to make an endeiioui to obtain the best 
price foi uipees which thej could get until tiie late announced 
were reached The tide would tlicn turn the other way and 
theie would be a veij laige demand foi nipecb at tiie iiew' lato 
winch would bo met by an otter to buj evclunge without limit 
at the gold import jioint tliereln making additions to cui- 
icncy It w'oiild lead to s lolent lluctuations liefore exchange 
settled down at the new' lowei i ite “ \Yhothcr such fluctua- 
tions took yilaee or not, the sudden fall in exchange might 
easily create a booai which would be followed latei by a 
slump ” 


Eri Kci ON Poniiic Fin vnchs 

The Commission did not legaid the eliect on public finances 
as decisive, but they could not iguoie the iact that a leveision 
to Is id would lead to iiici eased taxation aud would give a 
.sot-back to the nation-lmilding depaitinontb The net sleiling 
expenditure of the Gos ernmciit would be increased by about 
three croies per annum and theiailway expenditure also would 
incioaso Itwouldcilhoi imply an mcreaso in lailway rates and 
fares ora revision of the terms of the Railway contribution 
There would be some extra expenditure ou stoies purchased in 
India and adjustment w'onld be neccss.iiy m the salaries of Gov- 
ernment servants Of coiiisc, there wmidd be an mcicase m cus- 
toms revenue “What is clear is that the immediate loss fioin 
the standpomt of public finance would be considerable and 
would rcqunc to bo made up by lucieases m taxation, if the 
budget weie to be balanced, and by still fuithei increases, 
af further reductions in the provincial contiibutions or in exist- 
ing forms of taxation weic to be made ” 

A reversion to the lower rate would lower the credit of 
India m foreign niaikets , because tlic financial credit of the 
Government depended ujiou the balancmg of the budget 
The revel sion to the lowei rate would disturb the budgetary 
equibbrium aud would nccessaiily impair India’s ciedit mtli 
jcgard to borroivmg 

The molting point of the rupee would be reached earliei 
at Is id than at Is Gd and the use m the price of silver would 
present the difficulties of preventing the melting of lupees to 
a greater extent at the lower rate than at the higher rate At 
Is id the sovoieign is equal to Rs 13 whereas at Is Gd it is 
■equal to lls 13 — 5 — i, a sum ivluch would bo inconvemcnt 
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if the sovereign were to circulatib as monev Even this ohjec- 
fion according to the Coimnission\was not as strong as it appear- 
ed at first sight beeauso a erore of 'rupees would be exactly three- 
quarters of'a milhon pounds But when the legal tender 
character of the sovereign was removed, the objection lost 
much of its foice 

Sir Purushottamdas Thakurdas made out a very strong 
case for the Ion er ratio and some of the arguments advanced 
by him have already been considered He pointed out tho 
evil effects of the high ratio on producers and manufacturers 
in India for it would retard the mdustiial development of the 
country bv enabling foreign goods to come cheaply into India 
and it would neutralize protection to the extent of 12 i per 
cent He did not accept the contention of the majority that 
adjustment of pnces had taken place at Is fid rate He pomted 
out the vital importance of the latio in the foUowmg words’^ — 

“ I look upon the question of the ratio m this Report as 
heing no less imjiortant than the question of the standard to 
he adopted for the Indian Currency System I am convinced 
that if the absolute necessity of the free flow of gold, which I 
have emphasized, is recognized, and steps taken to ensure it, 
the gold hulhon standard proposed wall be the correct one, and 
the hkehhood of its breaking down under the stram of any 
convulsions m the future will be as remote as it can reasonably 
be But I have very grave apprehensions that if the recom- 
mendation of my eoileagiies to stabilize the rupee at Is Qd is 
accepted and acted upon, India wiB be faced during the next 
few years svith a disturbance m her economie orgamzation, the 
magmtude of which is difiieult to estimate, but the conse- 
quences of which may not only hamper her econonuc develop- 
ment, but may even prove disastrous Such a disturbance 
and its consequences my colleagues do not foresee to-day 
But the possibihty of then oecumug cannot be ignored Until 
adjustment is complete, agriculture threatens to become nn- 
attiactive and less remunerative than it is to-day, and indnstnes 
will have to imdergo a painful process of adjustment, imna- 
tuial, unwarranted and avoidable — an adjustment which wiE 
be much to their cost, and affect not only their stability and 
their piogiess, but m certam casea, then very existence And 
«liould Isatme have in store for India a couple of lean years 
after the four good harvests that we have had, during the period 
of forced adjustment to a rate of Is fid , the steps that the 
Currenev Authority wall have to take to mamtam exchange 
at this rate may deplete the gold resources of the country to 
an extent that may seriously shake the confidence of her people 
in the cuirency system recommended ” 

11 Ahnute nf Diuent l)\ Su Piusishottmadas Thakurdas to the 
Repori of the HiUon-Toung Coinmi'sswn, jjara 151 
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Refemng to tlie effects of tlie higher rate on the debtor 
■class, he pointed out that “A change to Is 6d hits the 
large hulk of the debtor class, to the benefit of the creditor 
•class I cannot conceive of any valid or moral reasons for a 
step calculated to give the latter an unearned increment at the 
expense of the former In India, perhaps more than anywheie 
else, the debtor class is the largest and the neediest, for whom 
the Government has alvays evinced concern and sohcitude 
"Wliat unavoidable reason, then, is there to hit this class ^ 
Throughout the course of oui enquiries I have not heard of a 
■single argument, which I can reasonably accept as sound, even 
pointing to the inevitabihty, to say nothing of the justifialiility, 
■of imposing an additional burden on a class already over-bui- 
■dened 


Government’s Action on the Report 

Three BiUs were published on September 16, 1927, embody- 
ing the recommendations of the Commission (i) a Bill to 
estabhsh a gold standard currencv for British India and to 
•constitute a Reserve Bank , (u) a Bill to amend the Impenal 
Bank Act of 1920, and (in) a llill to amend the Coinage Act 
■of 190G and the Paper Currency Act of 1923 and to lay upon 
the Government certain obligations for the purchase of gold 
iind the sale of gold exchange The third Bill became law and 
came mto force fiom Apiil 1, 1927 

It established the ratio of Is 6(7 by enacting that Govern- 
ment would purchase gold at the price of Rs 21 — 3 — 10 
per tola of fine gold in the foira of bars containing not 
less than 40 tolas, and would seU gold, or at the option of the 
Government, sterling, for immediate dehvery in London at 
"the same price after allomng for the cost of transport from 
Bombay to London A rate of Is 5 29/32(7 vas notified as 
the Government’s selhng rate for sterling to meet these obh- 
gations Conditions attaching to the acceptance of gold at 
•the Bombay Mmt were also pubhshed The rupee-sterhng 
■exchange did not reach the uppei gold point in 1927-28 and, 
"therefore, no gold was tendeied at the Mint In the busy 
season of 1928-29, conditions in the money market were such 
as to lead to the offer of gold in the form of sovereigns in ex- 
change for currency 

Sovereigns and half-sovereigns ceased to be legal tender 
in India by the same Act An obligation was miposed upon 
the Government to receive these coins at all currency offices 
and treasuries at their bullion value at Rs 21 — 3 — 10 per 
tola of fine gold, i e , Rs 13--3— 10 per sovereign In 1927-28 
^he Government received sovereigns to the value of Rs 5,034 
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I^'DIA^ CuEKtNcy Histoka after R’.pin-\rBnR 1931 
On September 21 1931, England ■« ent off the gold standard 
and suspended gold payments On the 'Same date an Ordi- 
nance iras issued bv the Goi ernment of India according to svhich 
it suspended the appropriate section of the Currency Act of 
1927 and irithdreu the statutof obligation of the GoTemment 
to sell sterhng or gold against mpees The rupee ov as thus 
diToieed from sterhng because according to the Ordinance 
the Government vras neither bound to sell sterling nor gold 
against rupees tendered in India Formerly the rniiee avas 
linked to gold tbrough sterhng and sterhng iras eqiiiTalent to 
gold Indian opimon welcomed the provisions of Ordinance 
TI of 1931 because the rupee would then find its own level 
and their expectations of a fall m the ratio might be reahzed 
It also implied that the nunons exchange policy followed by 
the Government since 1927 had been given up 

The Secretary of State made a different announcement 
m the Federal Structure Sub-Committee of the Second Bound 
Table Confeiencc and hnked the rupee to the sterhng When 
this annotmcfment was received in India, the position was 
that the Financt Jlemher had taken action which meant one 
thing and the Secretary of State had made a statement which, 
meant quite another thing Under such circumstances the 
banks v ouM have to conduct their business m a state of uncer- 
tainty when there was a conflict of views and pohcies The 
Government theiefore, declared the three succeeding days as 
holidavs under the Xegotiable Instruments Act 

Finally, Ordinance YU was promulgated on Fridav, 
the 25th beptember with the following provisions — 

(1) The rupee was linked to the sterling at Is M , t c , 
the Government undertook the obligation to sell sterhng at 
Is M 

(2) The sa’es of sterling were to be hmited to require- 
ments for genmne trade purposes for fulfilment of obliga- 
tions incurred prior to September 21, 1931, and for reasonable 
domestic purposes 

(3) The sales were to be through the Imperial Bank only 
at its branches at Bombay and Calcutta to certain recognized 
banks 

This action of the Secretary of State n as very much resent- 
ed in India as the Assembly which was in session at that time 
was not taken into confidence by the Government A resolu- 
tion was moi ed in the Assembly by ITr (now Sir) Shanmnkliam 
Chetty’* who pointed out that the step was taken in the 

See the relevant i=sue of the hithnn Fivance foi September 
1931 m which the speech of Hr Chettv in connection with the mea- 
sure vas published m exteneo 
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Interests of England and tlie intention was to introduce 
imperial preference tlirougli back door The talk of stability was 
dispensed witb as being useless because tlieie was a “ phantom 
stabibty ” and real insolvency “ The rupee is to follow the 
fate of the sterling depieciatmg as tlie latter depreciates ” 

Another disadvantage of the pohcy was that it would 
deplete the gold resources and since September 1931 up to 
August 1 933 £ 120 million worth of gold was exported The 
course of action taken by the Government was against the 
definite recommendations of the Hilton-Toung Commission 

The mam argument from the side of the Government 
■was that it would involve a saving of about five croies of rupees 
to which Ml Chetty retorted, “Then again as foi the budgetary 
position you may save five crores in your deficit tlirough this 
pohcy, but this five crores is not to fall from the heaven You 
■will get it by bleeding the agriculturist to the extent of 20 
•crores ” 

The Finance Member contended that India’s external 
obligations being largely in sterling, if the lupee was not link- 
ed to it there would be almost insuperable difficulties of raising 
"monev m London or abroad to meet the normal sterling obli- 
gations amounting to 32 million pounds, but that fortunately 
they had the support of His Majesty’s Government In this 
connection, the oppositiomsts jiointed out that India could 
get credit in London even otherwise as England had been able 
■to get in Pans and Hew York 


Eecbkt Contbovekst about Eatio 

India has been feehng the bad effects of the sluinji in trade 
like other countnes The Government had to take ceitain 
measures to maintam the Is 6d ratio Firstly, the device 
of cmrency contraction was adopted, the net amount of wdiicli 
in 1929-30 was 1 OSO lakhs of rupees It ivas eftected largely 
by the transfer of sterhng securities m the Paper Cuirency 
Eeserve to the Secretary of State for his sterling expenditme 
against cancellation of cunency in India and also the canceua- 
tion of rupee securities in the Paper Cunency Eeserve and the 
sale of silver m the reserve Secondly, treasury biUs -were 
issued to exchange banks and other purchasers to control 
credit to keep the exchange firm The 

Imperial Bank was raised to 6 per cent in October 1. -.4 and 
•to 7 per cent later on This was an abnormal step as the 
-cash balance of the Bank was then very large, being in the 
neighbourhood of Es 30 crores and when caU money was 
-available in Calcutta and Bombay at about 2 per cent 

Mr G D Bnla in a letter to iranclicsto Gnai dian on 29th 
September, 1931, described the currency policy of the Indian 
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Government o'? being responsible for many of tbe economic 
ills of India’-' The ’disadvantages mentioned tberem are as 
below — ■ 

(1) Tbe fall in tbe prices of articles wliieb India exports 
bas been much moie serious than that in tbe prices of articles 
wbicb she imports — in natural consequence of an appreciated 
ratio The fall in tbe prices of imported articles between 
September 1929 and December 1930 was 10 per cent whereas 
that m those of exportable commodities was 30 per cent 
“TTamings which were repeatedly given turned out to be 
true ” 

(2) The purchasing power of the agriculturists fell verir 
much and imports became as imsaleable as exports 

(3) Deficit budgets became the rule rather than the- 
exception 

(1) Gold resources vere frittered avay and debts con- 
tinued to be piled up A new debt of about 252 erores “ has 
been contracted dnnng the last seven j ears, and the rate winch 
has been paid for tliree months accommodation bas been any- 
thing from 1 percent to 2 per cent higher than the rate at which, 
banks have been able to obtain deposits for a bke period Iso 
wonder that at times when monev has been available in other 
financial centres at 2 per cent or per cent the Bank rates 
in Calcutta and Bombav have been as high as 7 per cent, 
or eicn s per cent The net contraction of enrrenev from April 
1, 1920, to date has amounted to about 125 erores Trade 
has suffered and has industry The Indian agncnltiinst 
finds hmiself at present unable to meet his habditics He is 
not m a position to-day to pay either the Land Eevenne or the 
interest on the money he has borrowed Iso donbt tbe world- 
depression IS partly to blame, but it is tbe appreciated rupee 
which has precipitated a crisis m his case ” Sir Puriishot- 
tamdas Thakurdas had predicted this when he -wrote in his 
Sote of Dissent to the Sepoii of the Hilton-Young Commission 
as below — “ If gold pnees fall — and Indian prices must follo-w 
such a fall — India ivill be faced -witb a still bigber fall — tbe 
double effect of tbe operation of the present rate of Is Gd and 
also the world fall I cannot but contemplate such a prospect 
inth very serious misgivings for it wiU hit the Indian producer 
to an extent beyond his capacity to hear In a word it -will 
hit, and hit very hard four-fifths of the population of the- 
conntrv that exists on agnculture ’ (Para 98, page 130 of the 
Sepoii ) 


See Appendix A to tbe lieporl of Vic TedcraUon of Indian 
Chambers of Commerce and Induslrii on the Second Bound Table 
Conference 
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Tlie total interest bearing obligations of tbe Government 
till Marcli 1931 stood as below — 

Maicb 31, 1934 919 00 crores 

Maicli 31, 1927 1,006 19 crores 

March 31, 1931 1,171 96 crores 

ilr Biila further wrote in connection ivith the step taken 
in 1931 to hnk the rupee to the sterling as follows — “The 
effect of this pobcy may be disastious in many wavs For 
one thing, the rupee, even if depreciated to the extent of 50 
per cent in terms of gold, must remain at Is 6d in terms of 
sterling, even if sterling does not depreciate moie than, say, 
20 per cent It can so happen because the British Government 
has aheadv taken steps to see that capital is not exported out 
of Great Britain, and it is impossible not to suspect that this 
move IS designed to help the British investor to bring his money 
back from India at Is Gd when suspending the exchange 
standard entirely would have depreciated the rupee, not only m 
terms of gold, though to a greater extent, but also in terms of 
sterhng ” 

Beport of the Besbrve Bank Comsetteb 

The Eeserve Bank Committee in Paragraph 19 of their 
EepoH observe that m the present state of monetary disorgan- 
ization throughout the world, it is not possible to incoi-porate 
in the BiU provisions which ivould be smtable when monetary 
systems have been generally stabilized In these circumstances 
the only sound course for India is to remain on the sterling 
standard The Committee do not express any opimon upon 
the merits or demerits of the present ratio, but point out that 
there will not be any change m the de facto situation by the 
mere coming into operation of the Eeserve Bank Act 

A consideiable majority of the Indian delegates regarded 
a smtable exchange latio as one of the essential factors for the 
successful woilang of the Eeseive Bank They were of the view 
that the Government of India and the legislature should examine 
all relevant considerations to ensure mimmum possible strain 
on the Indian currency system Sir Purushottamdas Thakur- 
das in a separate note has pressed foi a change in the ratio 
when he ivrites, “ ]\Iy own view is that, in fulfllhng some of 
the pieieqmsites of the inauguration of a Eeserve Bank, a 
review of the latio is absolutely necessary ” (For further 
details see. the Chapter on Eeserve Bank ) 

Recommendations with legaul to Bcscives are contained 
in Paragraphs 21 to 26 of the Report The Eupee Redemp- 
tion Fund IS to be dispensed with At the outset a sum of not 
more than Es 50 crores should be transferred to the Bank. 
Any surplus above this amount which would be removed. 
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from the xe'erres should be held bv the Go%ernment as 
bullion and not as coin If in any year the minimum hold- 
in" of lupees by the Bank tveeeds 50 crores or one-tenth of the 
nliole resene it can make oier the surplus to the Government 
to the extent of Bupccs fne crores in any year and the Govern- 
ment mil liaie to paj full value for this to the extent of 10 per 
cent m sterlmjt or other external assets acceiitable to the Bank 
It the Bank s external assets at this time did not exceed 50 per 
cent of its reserves The Beserves of the Bank are to have an 
ample margin over the statutory minimum and the imtial 
portion of "old and sterlin" assets must not be less than one- 
half of the Inbihtiei of the Issue Department 
Hopisf Sncbumtb 

According to Clause 31 (3) of the Beseive Bank Bill of 1928 
the amount held of the Government of India rupee securities 
nas not to exceed at any time one-fonrlh of the total Reserve 
or Rs 50 crores Avhichever xsas less and the Committee have 
recommended that the provision should be further examined 
lest it should prove too restrictive to the open market opera- 
tions of the Bank 

Gold secunties have been recommended to be replaced 
by stcrhng secunties Gold com or bullion and sterling scenn- 
ties are to be 10 per cent of the Reserve There is to be a mini- 
mum gold holding of Rs 35 crores Sir Purushottamdas 
Thakurdas nuote a Hinute of Dissent because the Committee 
did not hx a minimum gold holding m relation to tlu note 
i>-!uc Ills vien is that the whole of tlie present gold holding 
of Ks 441 crores should he eaimarked as the minimum gold 
reserve In ease Rs 35 crores is accepted as the minimum, 
the percentage of gold to the note issue should not be less 
than la per tent and he pre ters the first alternative i c , of pre- 
scn-in" the present gold holding intact, because lie xsTites that 
‘ I appreciate the difficulty of rcqmnng the Reserve Bank to 
buy gold at a premium should the currency recovery of the 
irorld be simv and difficult ” (For further details " sec the 
Chapter on Reserve Bank ) 

IXDTA>* PVPEE CURREiCV 

Before 1860 the tliree Presidency banks svere allowed 
to issue notes payable to bearer on demand subject to certain 
Tegulations with regard to maximum issue and reserves In 
that year a scheme for Government paper currency was intro- 
duced and the nght of note issue was taken away from the 
banks The Paper Currency Act of 1861 divided the country 
into seven circles of issue namely, Calcutta Cavnipore, 
Lahore, Madras Bombay, Karachi and Rangoon, and notes 
•of the denomination of Rupees 5, 10, 50, 100, "500, 1 000 and 
10,000 were issued They were to be issued without hmit 
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in excliange foi lupces or Biitish gold sovereigns to the puhhfr 
and in exchange for gold bullion on the requisition of the Con- 
troller of Currency Within then lespective circles of issue- 
they were declared unhmited legal tender at the Government 
treasuries and in private transactions 

V certam fixed amount of notes was backed up by the 
Government of India Bupee Securities as a guarantee for their 
convertibility Beyond this sum a leseive of bullion and. 
com was to be kept to the fuU value of the notes issued Though 
as a light, they could be encashed at the head office of the- 
circle of issue only, notes of other circles ueie encashed at 
Government treasuries for bona-lidc travellers and railway com- 
pames Government dues could be paid in the currency notes 
of any circle 

In 1903 the ffrst step was taken to abolish the circle system 
as it prevented the expansion and popularity of the notes 
The five rupee note vas made universal legal tender except 
in Burma and this restriction was removed in 1909 Hotes- 
of the denomination of Rs 10 and Rs 50 were universalized 
in 1910, of Rs 100 in 1911 and the Chamberlain Commission 
recommended the universalization of Rs 500 note also This 
led to a rapid expansion of then cn dilation Facilities for 
encashment of notes were provided at Government treasuries, 
in various places and the Presidency banks also provided suoli. 
facilities Huring the War the uncovered issue was increas- 
ed, but further development in their expansion ceased The 
Smith Committee recommended the abolition of war time 
restrictions and the provision of extra-legal facilities for their 
encasliment to make them more popular 

Paper Currency Reserve 

The maxmiuni fiduciary issue fixed by the Act of 18G1 
was rupees four crores and the limit i\ as increased from timu 
to time bv special Acts It was laised to six ciores in 1871, 
eight crores in 1890, ten eiores in 1897 and twelve croies in 1903 
Up to that time the secuiities were the lupee securities of the- 
Government of India held m India The Act of 1905 authoiis- 
ed the holding of steihng securities in England up to tv o crores 
Smee 1905 a part of the invested portion had been in sterling 
securities In 1911 the security leserve ivas raised to 14 crores, 
four crores of which were to be in steihng securities 

Up to 1898 the whole of the metalhc reserve vas held in 
silvei com in India, but accoiding to the Gold Rote Act of 1898 
the Government could keep anj’" portion of the metallic leseive 
in gold coin and the Act of 1900 gave povei to hold a part- 
of this gold com in London Tlie Act of 1905 authonzed the 
Government to hold the metallic reserve oi any portion of it 
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in London or India and in gold coin or bullion or in rupees or 
sdver bullion All tlie rupee com was to be held in India only 
As the note issue gradually expanded, an ever-dimimslung por- 
tion earne to be invested and the proportion of the liquid reserve 
increased to 80 to 83 per cent The reason n as that the hquid 
portion of the reserve avas used to support exchange a\hen- 
ever necessary and tins a\as the first bne of defence of the cur- 
rency system This a\ as at the cost of economy and the pro- 
portional reserve system vould have served the purpose bettor 

Criticism of the pre-avar composition of the Paper Cur- 
rency Reserve 

(i) The metallic reserve aias unduly large 

(n) It avas impossible to increase the fiduciary issue except 
by lesort to legislation 

(m) A part of the Paper Currency Reserve avas invested 
in sterling securities in England The first taao conditions 
made the system inelastic The reason for maintaining a part 
of the fiduciarj' portion in sterling securities a\as that they aiere 
useful and that they aaere not hkcly to depreciate in value 
The arguments against the proa ision avert* that the maintenance 
of the exchange value of the rupee aaa® not the proper function 
of the Paper Currency Resera e avhich ought to have been to 
ensure the convertibilitv of notes and that sterhng securities 
also could depreciate in a crisis m England Pnbhc confidence 
could be secured by keeping the aihole of the Reserve in India 

Note issue avas entirela dissociated from banking and 
there avas the Treasury system and large sums avere locked up 
in Government Treasimes producing a stringency in the money 
market durmg the busy season 

The internal eurrenev avas inelastic and it could not be 
expanded except by importing funds from abroad by purchasing 
Council Bills or by importing sovereigns The cheque system 
avas not and is not even noav much in use in India to reheve 
the monetary stnngeney sin other countries speci'*! temporary 
issue of paper currency is made against commercial biUs of 
exchange and by placing Government funds at the disposal 
of a Central Bank The Smith Comnuttee had recommended 
the issue of emergency currency to the Imperial Bank against 
■90 days’ biUs and avhen in 1921 the Reserve Treasury system 
avas abohshed in India, Government funds avere placed at the 
•disposal of the Impenal Bank avhich began to act as the 
Government Bank 

The Chamberlain Commission had recommended that the 
fduciara reserve should be fixed at the anioimt of notes held 
by the Government in the Reserve Treasuries plvs one-third 
of the note circulation The Smith Committee recommended 
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tlni tlio metallic portion should not fall below a minimum 
peieenlage of the note issue and the pioportion suggested was 
40 pei cent though they emphasi/ed the necessity of keeping 
a substantial margin above the statutory mimmum during the 
busy season These measures weie lecomraended to remove 
the melasticity of the ciniencY m tins country In both cases 
the fiduciaiy leservc would increase automatically with the 
increase m circulation and lesort to legislation would become 
unnecessary The Government accepted the suggestion of 
the Smith Committee and fixed a minimum of 50 pei cent 

ErrncTS or the Wau 

In the beginning theie nas a gieat inn on the Curiency 
Offices for the conveision of notes and in the Hist eight months 
of the Wai, notes of the value of Rs 10 crores were returned , 
but as confidence revived the note ciitulation increased After 
March 1015 the eflects mav be summarised as below — 

(1) Paper cuiicncy was inflated to a great extent owing 
to increased demand foi curiency 

(2) The fiduciary issue inci eased fiom 14 Cl 01 es m 1911 to 
120 croies m 1919 by various Acts and peimaneiit and tem- 
poiaiv investments gradually increased to 20 crores and 100 
crores respectively This was because the Government expe- 
rienced a great difficulty in finding enough com to be held m 
the reserve and hence the mciease m the invested portion 
The Government incuiTed in India a Inige expenditure on 
behalf of His Majesty’s Government and on behalf of the Domi- 
nions Theiecoveiy of this expenditure was made m London 
by the Secietary of State and investments were made in the 
Pntish Treasury Bills or short-teim sterhng securities 

(3) The metalhc reserve fell from 78 9 per cent in 1914 
to 35 8 pci cent m 1919 

(4) hlotes of the denomination of Be 1 and Bs 2| were 
issued in December 1917 and January 1918 respectively 

(5) Extra-legal facilities for encashment of notes were 
abohshed onnng to the scarcity of rupees and, therefore, notes 
were at a discount in some places These facihties were restor- 
ed in 1920-21 

(6) 200 milhon ormces of American sdver released under 
the Pittman Act weie imported into India to meet the Paper 
Cunenoy crisis of April 1918 

In September 1919, by the temporary amendment of the 
Paper Omrency Act, the maximum limit to which the Currency 
Besei ve could be invested was raised to 120 croies and 100 crores 
had to be invested out of it in the British Treasury Bills In 
March, 1920, these jirovisions were extended for another six 
months The restrictions with regard to the location of the 

9 
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resonti; ^n(l tlcir rnptf* or Hhriinj' rJuraMc v.m' ibohslH'ii 
Tiuu ^va'^ i gro.it <kinan<] for icmiH inir- to Lorolon aod it %''is 
no! to met t it from tliof i^-h =?ot tlic P( cret ir^ of 

State St( rlimr 'f'Ciinto =; }» M in the P i]ier •’'tirrent \ Tv(=ir%em 
London had to lit hold to inret it i lii<5 meant the avithdrainl 
and cancellation of nirrenii notC' iii Jndii 't the rdt of 
Es la to £l to ttic t\t<n1 of thi rupee value at which the 
Ftcrhng ‘'C cunt les were hehl in the E<'enc 

On Oelohir 1 1921, the Indian Paper Currency Amend" 
ment let wa® pa«®fd who'e proai'ion® vere a® below — 

(n) Ptiineaenf ^/rorisfon® 

(’) The mctallif re-erve w i® to be it k''st 10 per eent 
of tbe total rc®i>rie 'Die P. ibinprton-Smitb Coimnittee baei 
rccomtntmUd 40 per cent 

(u) Earring E« 20 ( ron worth of rceiintu ® held in Jaelia, 
the remainder were to b< held ui Lngl mel aid were to be ihort- 
term ®ecnritie® of a duration of not mon than 12 month® This 
va® in accordantc with the "nirgeHtions of the Smith Coni- 
mitte e 

(m) Lmergenei eurnnee eouM hi creited be a loan to 
the imperial Bank from the Pipir f iirrencv P,e®erve to the 
Ci-tent of R« Icrore® vhich Imi.l \ •’s ru®ed to Es 12 crore® 
in 1921 agam®t 9o dirs hilL of eaehansi at per cent 

(n) Till Seen tarv of btitc v as not to hold more thin 
iiic imlhon pnunei> in gold bullion m London 

(6) fcmporani pjorniouv 

(i) The iniested iiortion for the time being was fixeel at 
So chores 

(u) Eupte ®ccurities known i® ad hnc secuntie® were 
created ba tiic Government whieb a’ere* to be graduahv 
Tiplaceel by sterling srcuntic® The funds for pnrcaasing the 
latter secuiitics were not available in large ejuantitics The 
income from the folleiwang ®ource®w''® to be uaid down into the 
Paper Currenev Ee=cn c to reduce the created rupee sccimtics as 
were above the permissible figure of Es 12 crorcs — ■ 

(1) Interest derived from tbe secuntie® in the Paper 
Canrencj P,c serve 

(2) profits on the fresh coinage of rupees , 

(3) interest on the Gold Standard Eeserve wlien it 
exceeded £40 million and 

(4) interest on commercial bill® of exchange deposited 
with the GontroEer of Corrency 

These were the sources of income which avere diverted to 
reserve except in 1921-22 when the excess in the Gold Stand- 
ard Eeserve was used to cancel ad hoc secuntie® 
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On April 1, 1027, the s:old and stoiUng securities in the 
Paper Cmrency Peseive mne lovalued at lls 13-1-3 to the 
sovereign m acooi dance vith the piovisions of the Indian 
Curiency Act of 1027 Piom 1920 till 1027 they v*ore valued at 
Rs 30 to the so\eieigu The lesult uas an inciease of Rs 9 30 
ciores in the holding of gold and steihng sccuiities Tins vas 
used to cancel an equivalent amount of Indian Tieasury Bills 
The composition and location of the Papoi Currency 
Reserve fiom 1025 to 1030 is shoun in the foUovmg table — 
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1030 

177 2 

103 1 

52 '2 

2 0 

5 5 0 

0 1 



ion 

1(10 0 

117 0 

25 0 

7 0 

10 1 





The composition of the Currency Reseive held against the 
note circulation at the end of each month — 


{In Inlhs of i upccs ) 

Com and Bullion Bc'.ci \ t Scevn lira 
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jMnrcli 

1 00 31 

1,17 80 

•25,85 

(.,01 

10,10 


Apiil 

1,00,11 

1,18,20 

27,51 

7,20 

7,20 


Ma> 

1,51,79 

1,10 (il 

20 21 

7 S5 

7,11 


June 

1,52,51 

1,22 U 

17 14 

7 50 

5,57 


Tuly 

1,55,05 

1,25,0(> 

10 5(5 

0 00 

0,53 


Antnist 

1 ,5 5,58 

1,20,01 

12,37 

5,11 

0,10 


Septemhei 

1 13.71 

1,20,81 

5,21 

5,7 5 

0 ta 

2,50 

Octoboi 

1,50 75 

1 ,2 1 05 

1,30 

0 92 

23 88 


Novetnbo! 

1,(52,50 

1 21,01 

4,18 

7,75 

28,53 

2,60 

Dccembci 

1,70,30 

1,15,05 

1,50 

7 04 

40 25 

1032 







Jatiuan' 

1 79,10 

1,08,38 

4,33 

0,05 

55,00 

3 50 

Pebruniy 

1 70,54 

1,04,12 

4,02 

8,00 

50,41 

3,00 

Maich 

1,78,11 

1 01,00 

5,20 

0,23 

57,94 

3 75 




{IndtQn Tear Roo?,, 1933, 

p 877 ) 
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GRovs AM) Actim Giuri I viioN or i>orr> 

Gross cirtulalion ini ins ()u aaIui of ill notes lint lino 
1)0011 issued, but Irno not b<<n ponl olT It dinunislu miiallv 
in tlio biisj Poison b( tniis( tin lni])f ii il II ink uni tbe Goioin- 
mont Tr( isiinos send llieii notes fen on< nlmient to tlio Paper 
CurroiKj OlTioes wlioii e isli is uqnntd for inoMn" ilit ctops 

Vclivo cireulition is the iinoiinf of notes is-iiiod iniuu<t 
iliosc bold in Ginoinnunt Tii nurui ind loosl head oilters 
of the Impoiiil Hank o! Indii It men nos m the biis\ se isoii 
because notes iie used in mottiner the serornl demand side b\ 
side Mith e^isli 

Tin (.01 n STAMiiM) 15! SI u\i 

The cieation of i irold reserve w is reconimeiieled b\ ihe 
Foil h r roinniit tee ind the ])iolits on the* eoma'ae of riijites 
■were to be sot ijiait and kept m "old as i sppdal re-sene 
in Indii The ('oniinitlec i\U)le “Wo i]so iteonirnond 
tint anv profit on the eoinicro of iiipces should not be rredit 
ed to the roieniie or hold as a ])or(ion of the oidmarj bal moos 
of the Goa eminent of liidii but should be ki'pt m cold as a 
special resoni nitnclj ap irt from the Pipea rniienoj Tlosme 
and the ordinal 1 TioasiiiT bal incis ’ ''Jiu use of thisresone 
as bii"costiil bi thini w is th 1 P should be frtels aa iilabh 
for fore icn iciniieinco ailiencaei the eathincr fills bdoia 
specie point, ind the Goae'rnmenl of India should make its 
cold aaailable foi the jnirposi*, aalien nerossir^, under siieh 
conditions ,as the encunistinces of tlio fnne niaa render desu- 
ablc For c\aniple, the Goaernment of Indn niicht if the 
e\chan"c shoaied a tondencj to fall beloii specie ])oint lemit 
to I ngland i portion of the colei aihich it iiiaa’’ hold, a corres- 
pondinc reduction be me made in Ihe di laMucs of the Scciet ira 
of State and aihon it has aceumukited a snflicicnt cohl reseia'e, 
and so long as gold is aaailable in its Tieasuri, it might 
discharge its obligations m India m gold insteid of rupees 

Thus its x’rmcipal use aaas to ninint'>in the exti'nial 
aalue of the lupee and to jjieaent it fioni falling below the specie 
point in case of an adaei so balance of li ide Undei such 
circumstances gold avas to be made fieoh avail ible for foreign 
renuttanoe jiuiposes This gold avas to be kc])t m India It 
aaas for the first time created m 1900 aahen coinage of rupees 
aa as undertaken 

As soon as this Peserve was established the jirofits on 
rupee coinage were sent to London and inaested in socuiities 
there The Foaaler Committee had rccominendcd that it should 
be kept in India but it avas taken to England In case of an 
unfavourable balance, the .Secietarv of .State stopped selbng 
Council Bills in London ■which preaonted any addition to the 
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lupeo cuculation in India and for liis various needs the Secre- 
tary of State could utilize tins Reseive At the same time- 
Re\erse Councils would be sold in India on London which. 
would mean wnthdraiving of lupees fiom circulation in payment 
of these Keveise Councils Both these measures ivould bimg' 
abbut a rise in the value of the iiipee 

At the same time India’s unfivouiable balance svould also 
be liquidated The payment of these bills would be made from 
the Gold Standard Beserve bv the Secretary of State It 
could also be iitihzed to meet the Home Chaiges, because when 
the device of Council Bills in the event of an unfavouiable 
balance of trade wmiild not be available, the Secretary of State 
would meet the Home Charges from the Gold Standard Reserve^ 

Amount, Composition and Location or the Eeserie 

As has already been noticed the Secietary of State decid- 
ed that the profits of rupee coinage should be remitted to 
London and invested in steiling secuiities and this policy was 
piiisucd thereafter In 1906 a sbght change was introduced 
To meet the sudden demand foi lupees a special reserve was 
created in India outside the Paper Ciinency Reserve It 
was to be a part of the profits on rupee coinage and was to be 
in the form of corned rupees 

There were thus two branches of the gold reserve one in 
London and the other in India in the foim of rupees This 
Reserve was called the Gold Standard Reseive As already noted, 
the ilackay Committee recommended that £ 1 milhon of the 
Gold Standard Reserve should be utihzed for railway capital 
expenditure and in spite of protests from the Government of 
India and the Indian commercial coinmumty, the Secretary 
of State actually diverted £1,123,000 on railway capital 
expenditure The Secretary of State changed his decision in 
1907-08 when the Gold Standard Reserve was hit very hard 
by the ciisis and £8,018,000 w'as wnthdiawn to meet Reverse 
Councils 

The Government of India, in their despatch of 1st April, 
1909, pleaded for a larger holding of the Gold Standard Reserve 
and considered that the mmimum amount in the Resei ve should 
be £ 2o imlhon, apart from the gold m the Paper Currency 
Reserve and Treasiiues and tiU that hmit was reached, the 
profits of rupee coinage were not to be diverted to capital 
expenditure on railways They also maintained that a sub- 
stantial part of it slioidd be m ahqiiid form and not in securities 
and also urged the importance of holding a large amount in 
India The Secretaiy of State agreed to the minimum amount, 
but he did not agree to keep a large part in a hquid form and 
only £ 1 million was to be kept in a hqmd form on short loans- 
and in Bank Deposits 

9a 
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iiioii w is (isipn s(,i tint tin ,j imut of ‘ ”'i luio hUO 

w’s not idujuito niii tint til tin i>ro!i?i of ri’UH lOUKii, ’ 
jhmikl b( inditid to tin Ui si rn 

All K’lsds sis I DiiqiO'ition t!n>n t lo.ut n inl‘”n>’i-- 'itro 

IS l)ol(l\ 

jO) \ niiu li i inn 1 nottion iKui tin >■ 111 , 1 , 1 -Ud tiit d 
sinnilu 1)1 In Id in utn I "old Ini nc of mi om.*! tiiqo cnsi- 
Ji’ Intb i i -',0 SI ili> loiniision td Mti.nfiis vinild iin in ’ 
fill I’l tluir ' lino nnl tonsvqt oith j-i d los-. isonld bo inis 
(d Hid if 11 ' 'ddition, tlnn w is i crisK m ! oiidnn tlio loss 
MCtiUi bo Tin soMur lliiiti thii Mioti tliit India sbonld 
ho inikpoudfiit of London m tins n sp it n f ir 's pos=ib!o 
{2| A tolnl of ibout 110,000,000 m cold could bo sctur- 
od it oiHcbi ■ino\(lnn!:i of issoti; Intwi ‘n tlie Gold Mandoid 
Ilosene nid tbo P'pir rmrtnti I'lsmo Uhis lot d shcmld 
he nised to L If 000 OOO ind tben'nfter the aim sbonld be to 
keep one bulf of the Itcseni in "old 

(‘5) Tlte bihct Biimb of the Gold &tnulnrd Ttebcnc 
lield ni Indri aius to be ibolislied nnd tlie rupees mre to be 
handed, ostr to the Piper Cnrrencv Pt«eno 111 cvchingc loi 
itold 
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H'franis tlu' locifian of ilt<* IIo‘;c‘r\o flic mijorif 5 ' hold 
Iiondon i*- tin* ino'^f --int iblt ])luc foi i1 They pointi'd out/ 
that ‘ l.ntulun I'l tlic i It ,nui'; house of the ssojhi Indii’s 
chief f Uetonu r is till \ nitid kniLdoui, 'ind 1/ondoji h the ])lifc 
uiurc !Uom>\ i- uinuuii iioth foi the CM'cniiitmc of the 
t iry o! >lc oti hull i In h ilt uul loi pivincnt of Iiulm s 
i. onniu u ' \\ ob'js 'luuis to thi < < onnti v nid the Morhl in "ciici il 
ff the I'c^enc / ui Jo'iit in Iinlii it would li'iM' to he '•hipped 
to 1 oiidon to he u-ed tin would irnohi del t\ at a moment 
ituinedi utum i" (-‘•entnl 

d he sih.i hiantli of tin Gold M.indnd Itescise wis 
ahohshid in lOit and dminy uul dtei the W vi the Kceeive 
w.'s Inryc'h laid in -/lerhn'r siuuitus 

The following t ihle un<^ the tonijiosilion of the Ktscue 
hitwcdi foit nid ini<» — 




Metnllu IVutum — 

(joid in tndii 
In hoiulon 
•Nhi i 111 Indn 

Iinc'tcd Portion — 

^e( lint n s 

^roiii \ nt phoi t notice 


MlUlOlly 1 

lltH l‘)17 1919 

Mvuh Alueh ko\ 30 

1 

1 1 
1 


10 21 
1 0 


Pot'll 22’ 32 17’ 


Pa COMM! MIM IONS 01 riU l>VUI^faO^-S''IH!I COMMIIJIIG 

The roniiiuttce did not f.uonr am m i\imum limit for they 
held that m the (iciil of a sudden fall in pnees, Indian tnde 
miftlit he 'idsei'ih allccted and a lu uiei call made on the 
Ksoincc- foi su])poilm" the evchaiiKe than in the jiast 

(1) The piohts of inpet tomoKi woie to be credited 
ontirelj to the Rosen e 

(2) Tlio Itesene should contain a consideiahle ]nopor- 
tion of gold But as conditions of obtaining gold were not 
faaourihle and gold was icquiied to a crieat evtent to suppoit 
notes, the Conmuttco lecommendcd lint the Beseivc should 
be hejit as luxiud is possible bj holding sccuiities with ciily 
slites of matmitc 'J'he aim should be to hold all the mvesLed 
portion of tho Itcseivo in secuutios issued hj goveiumentb 
Asit/hin ilie Biitish Einxme, othoi than the Government of 
India, and basing a tiveci date of matmily of not moie than 12 
months 
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(3) A portion of tlic Tteseno <i]ioul(l bo field in India to 
fcccuie conluknce , but the tjokl boldinj should not t\ceed 
om-halt of the total and it <^hould be made available only for 
evpoit purposes 

(1) The sterhn" iin ostnionts of the Pu scr^ c should con- 
tinue to be held in London 

In ld20, the Goi eminent sold £ ">5 000 of Eeeerse 

Councils -fthith Meie jiaid m London out of tne proceeds of the 
sale of sterling Securities and Treasury Hills m the Paper Cnr- 
rence Pcsene In 1921 the intuest on the securities in the 
ts\o Kf'iCrees seas decided to be utilized foi redwing ad hoc- 
Fecunties in tlie Paper Cuninev Pestrve On 30th September 

3921. tlK‘ Pesene exceeded £ tO million In Juh 1923 it 
n as decided that £20 million should he in securities not 
exceeding 2 rears’ inatuutr, £10 million in securities not 
evcoeding 10 j cars, and £ 10 million m sceunties not exceeding 
5 years’ maturity 

On list July 1925, its composition nas as below — 
Location .Vniount, 

£ 

In England — 

British GoToinnienl Securities 10,119 211 

Cash at the Banl of England 514 

Total 40,119 75S 

Eecomuexdatioxs or aer IIiiton-Yocng Cornn'ssiox 

The Commission pomted out the following defects in 
connection wath the Gold Standard Eeserve — 

(1) There was no chai line of demarcation between the 
puqioses for wluch the resen os were to be used 

(2) Besides, the amount of the Gold Standard Eeserre 
and the time and manner of its use were wholly vritliin the 
discretion of the Government The Gold Standard Eeserve 
being built out of the profits of coinage the amount actuaUy 
earned to the reserve depended on the price at which the 
silver was purchased and not upon the liabilities outstanding 
Any estimate of the amount of the outstanding rupee circula- 
tion eras largely conjectuial it might be estimated at 350 to 
400 ciorcs against which the reserve held at present eras 
only 33 J crorcs It was true that a portion of the reserve 
against the silver lupee s\as earned in the coin itself (in the 
shape of its bullion value) but it was admittedly difllcnlt 
to make any immediate use of the metalhc contents of the 
silver rupees at the time when those lupces were seeking con- 
version into sterhng (Para 15, pages 7 and 8 of the J?epo)/ ) 
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Die Ooinmissioii, llifrefoie, looommonded tlio untficahon 
of (he Paper Cnruncj mil llu* Gold Standard Rosen c“? and 
pinpo‘-ed that (hi' inopoGnm and composition of the combined 
Resent' should be ii\rd In statute 

'1 he const itutum ol the comluued Rc'^eiYe recommended 
aias as bclou — 

(«) '1 he hibdities of (he Itaiik \tero to consist of Rs IS5 
cioies of notes i-suid and Rs ")0 iioies n.as to be sot aside 
as proMsion against eomer-'ion of hoaided rupees into gold 

[h) The assets of the Rank ncie to consist of — 

(1) Gold and gold ^(curities to be at least 10 per cent of 

tin hahiiilus but gold isas ullimatih to be 2') pei 
cent of the liabdilus uul this limit nas to be 
ittained in 10 a eai-), mill .1 minnnnm of 30 crorcs 

(2) Rupee setinilifs fihould not tvtecd 23 pci cent of 

hibihties mth a nnmmum of 50 ciorcs 

(i) A reasonable amount of inpees should bo kept bv 

the Rink to nuet the amts of the pnbhe, though 
no f,t itiiton ohbgitioii nas imposed upon the Bank 
to eoineil its oi\n notes into rupees 

Ri uMMinpAi IONS 01 iin Lonuoa CoMuii'jrL 

(Sec Chaptei on ‘Riseivo Bank’, pages l‘)0, ipf and pages 
353, 231 of this Ohaptei ) 

Ri roAiurMiMioAs 01 run Rr^iiun Bamv Siaici' 
CoiniiJir r 

(1) The minimum gold holding in the Issue Dcpaitment 
should be laiscd to Rs 10 croies 'I'he Rill provided foi Es .35 
erores only 'fho ovist mg Reserve aMth the Government is 
Rs 111 c tores 

(2) Foi silvoi seeunties the minimum of Rs 50 croies 
IS ateepted as piovided m the Bill, but tins is to bo raised 
ipaduall-y b\ Rs 10 cioies subject to the sanction of the 
Goveinoi Gonoial 

Sn Geoigo Sehiistci and 311 Tayloi m a note accepted 
the minimum of Es 40 croies of gold rcseivos, but held that 
the statutory provision should not he sofiamcd as to hampei 
Iho disci ot ion of tlio Rank to ntibro its cnuoucy leservos m 
a mannei that i\as most cdcctia c for mnmtammg the stability 
of the curiciicv 
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J)cto\ls of the Balance of the Gold Sfandatd Beseiie on the 
llsi 3Iaulu 1932 


In England — 

Estimated lalue on the 31st Maich 1932 of the 
sterhng seciinlies of the nominal value of 
10 570,000 (as per details belon j 

Gold ^ In England 
(In India 

Cash at the Bank of England 

£ 

10 694, 63r 
2 152,334 
27,153,000 
29 


Total 

40,000,000 

Betaih of Investments 


Pace Value - 
£ 

4 220,000 

830.000 

1.250.000 

2.500.000 

250.000 
1,500 000 

British Treasury Bills 

Treasury 4 jier cent Bonds 1931-33 
Treasury 4^ per cent Bonds, 1932-34 
Treasurj 5 per cent Bonds 1933-35 
Treasury 4 per cent Bonds, 1934-36 
War Loan 5 per cent 1929 47 stock 



Total 

10 570 000 


(Indian Tcai Bool, 1933, page 878 ) 

CoiTvcrt Bills amj IvB\ cksf Couacils 

The system of Council Bills and Eeierse Councils was- 
an important jiart of the Gold Exchange Standard system 
during the pre-\\ ar period The Government were never bound 
by law to sell Eeverse Councils or steihng bills and occasions 
for stUing them have been comparatively scarce Council Bills 
or rupee bills were «old by the Secretary of State in London 
to banks which had to remit money to India The Secretary 
of State obtained funds in London in sterhng This practice 
dated from the time of the East India Company and np to 1893 
the sale of Council Drafts was hmited usually to the actual 
requirements of the Secretary of State for meeting the Home 
Chaigcs The Secretary of State could obtain funds at the 
most favonrahlc rates in tins manner and the system provided 
convenient means of settling a part of the debts due to India 
from foreigners on account of the excess of exports over imports 
from India The existence of this surplus in normal times made 
the system of Council Bills and Drafts possible 

Dor some years after 1893 their sales ii ere stopped to force 
up the exchange value of the rupee and thus a negatii e use of 
them was made Bupees were thus less freely axailable and. 
their value in sterhng vent np According to* Act II of 1S9S- 
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CouiKil Diaft'- wnv Mild 'i"nnst icold Md .\sid( a 1 Ihu B ink of 
Ilu"hnd part of tlio Indnni I’.qxi ( mioncj Rcscno and in 
Indii) no{('=; vorc is^-ind 1o nit'd tin* CoiiikiI liilB Tlio object 
w IS not nicrch to obi im fm^d^ from India to meet llic Homo 
CJliar;:(«, but ibo to e\pind (ulrlllc^ in India fjatcr on, 
gold obtained m I oudon tn tlio sub of ('omud Bills m.h made 
'naiHblo foi pnuh’i'.m^ sihn to In coiiu'd in Indn &mte 
IbOi tbe offer of romnil Bills na- Kept standing' Oountil 
Diafts Mere nBo sold in mo") and Itloif to atliact soicrtipcns 
to Bnd I'ld nhieb noiild Imie bun suit finm Feipl and 
Austribi to Indu In and I‘MO tlui non freoh sold to 
RCt fiold m London in pluo of tin 1 1141 fpnntities of rupees 
Mbuli had aecnmulated m tlu (fold Mimlard Besem m India 
tlnontrb the ^ales of Bents* rtnim d'^ m London duunf the 
erisis Thus the Gold M imlard Bistne rnnd w is taken bitk 
to London 'I'lu objuis «i ( onnnl Ini’s bit mu iiidoi and 
thov became a jiarl and nand of the Goiermneut policy 
icfrardijiiT finance tiirremn md cafliaiuri 

Thee ueie sold m London on Mednesdais to the burliest 
bubbrs subjfCt to a mimmmn priu' On mtermedute da^s 
Int( rnicdnte oi Bpiml Bills were “old at a someth it kiglier 
Tite 

Be^erSl. ronntiK were steiUntr bills sold m India upon 
tin Secretan of Mate This were sold m tlu ciimr of 1007 
to preside funds to Ibo impoitirs m India 

C'jartci'SM OI mu rotNcn Dkaits vSisn m 

(1) Unuecessinh laige amounts were drawn fiom India 
to London, specialh smie lOOl It was defended on the 
ground that the Secretars of State was en iblod to strengthen 
bis Imamiil jio^ition but wb\ it was neiessau to strengthen 
tbe fmanciaf jiosilion was noiei esplamed It was iiointecl 
out that by diawing more money tlian was immediately 
icqnired by* tbe Seerctarj of St ite, a Kdiutioii of debt was 
made jiossible 'riiese excessne drawings made possible 
surplus budgets in India and tbe proper thing should have 
been to ndiue taxation than to aioul debts 

(2) Siipeiflnons money was lent m London at verj^ low 
rates of intuost to ‘ appiovod ’ bonowers whoso list was mam- 
tamed by the Seciotaiy of Stale Complaints weie often 
made that favouritism w is shown m the adnunistiation of 
these loans ' 

(d) Council Bills weie often sold at latcs below the specie- 
import point even wlicn funds woio not mgently icqnjrcd 
m London 

* The P\ stern was jnsliiicd on the ground that it was a great 
help to the foipigu tuuk ot India On the othei hand, it is- 
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pointed out that trade could hare taken care of itself and this 
Tias keen so whenever for some reason their sales have been 
deinporanly stopped Thus there was no reason why the Gov- 
ernment should have gone out of their way to assist trade 
in tins manner They ought to have made gold freely avail- 
able for export whenever required 

The Chambcriain Commission pointed out that the sale 
of Connell Drafts mitigated the seasonal monetary stringency 
m India The demand for money aro'^e in the first instance 
from the necessity of financing the crops up country accord- 
mg to the Commission but the Council Drafts w ere taken only 
when the produce was ready for export Thus there was an 
important period during which the needs of the market were 
not met by tins systi m The Commission remarked ‘ It is 
obvious that the sales of Council Drafts are affected bv cir- 
cumstances qmte independent of tbe Indian money market 
a high bank rate in London for instance or the bolding back 
of produce m India for lugher prices may result m the demand 
for Council Drafts being slack m tlie bnsv season, while revenue 
collections are as licaiy as ever In this case the money so 
collected accumulates lu the Eeserve treasuries and remains 
locked up thcic ’ Thus Indian money was lent m the London 
money market and it was locked up an the Government trea- 
suries in India m tmies of scarcity 

Ststew or Govervmevt Pukokase of Steblxsg 

In 1923-24 the sales of Intermediate Conncils at higher 
rates were stopped and were replaced by the purchase of ster- 
bng m India from hanks and private financial houses who were 
imUing to sell then ^terhng resources in London for the offer 
of rupees to them m India This was done b^s the Government 
through the agency of the Imperial Bank In 1924-25 the sys- 
tem was further extended and the sterhng purchase system 
was the principal mode of remittance Since 1925-26 the 
Council Drafts system has been replaced by tbe sterbng 
purchase system in India 

In response to the recommendations of the Hilton-Toung 
Commi'ssion the svstem of purchase in India by pubbe tender 
was introduced since Apnl 1927 On ITednesdav tenders 
-are received m Calcutta Bombay Madias and Karachi and 
particulars of the amounts allotted at each rate are published 
an_^each of these places on the following day Intermediates 
also are offered at the offices of the Imperial Bank at these 
places at a rate 1/32(1 above the highest rate accepted on the 
presaons day on winch tenders have been received The 
Government can take advantage of the rising exchange and the 
appreciation of the rupee is prevented above the point fixed 
by the Government Immediate course of exchange can he 
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acraiately judged and purchases can he regulated with lefer- 
•ence to market conditions in India Violent fluctuations can 
he avoided with advantage to tiade The exchange hanks 
need not discount then hills m Ijondon as they can get funds in 
India hy stlhng sterling hills to the Goveinnient and the 
sjstem, therefore, is veiy suitahle from then point of view 

DISADI AXTAGES Or THE SVSTEII 

(1) The Government can inciease then magnitude to 
■such an extent that free flow of gold into India may he 
prevented unless they sell such hills for then requiiements 
only 

(2) Foreign centies deahng with India are placed at a 
disadvantage Wlien Council Bills were sold in liondon, the 
international financial centie, foreign countiies could easily 
compete in purchasing diafts on India That cannot he done 
under the sterhng purchase system m India and the Govern- 
ment IS prevented troni obtaining the best possible price for the 
Tupee These evils will ho avoided when the Keserve Bank 
IS estahhshed in India and entrusted noth the remittance busi- 
ness of the Government to the Secretary of State and ■with 
niaintaimng the stability of exchange 



tllAPTl'.R XIX 
Case for Devaluation 

Tju cont^o\c^■>^ iciwiinc Ihi r’tio iwis t'xcnt 

heforo tlu iir* =nU f'coiioiiiu (JiprCMOii 'iii'J tla ilisistrous 
fa!! of pokl hrcikilo^n of tlir <roKl ‘'fandarfl iikI J]it 

H»nfr=al <l(pr< oi itioi) of lli<* ok! <'nrrciicu‘« ''ii Puru‘'!iot- 
t imd Thai Old 1“! in liis Minute of Jft<i‘i<iil to tlio Koporf 
of llio Ro\ il ( oimmssion on Jndim C’mniuj ind Jmanrc of 
ld2(> Imi in ido out .ui un iii-'WcrnWt' f I'io for tlie 3kd ntio 
T!u' ratio lontioMr'i bcfanio i niiitli (lokati d I'-snc nftor 
1027 Ind! in 1ui«!nc“>'!min on the ono i-nic and tko official 
'ijiolofTi-t*- on tlic otlnr hnc bun wneins: an indlc^'- contro 
■vc^‘'^ on tin nn-iuit ib)ht\ of Die It Off (froW) r-itio Tin 
olTicial fa«c is jin' cntid l>v S.r Gdirsc Sdurtcr lias been 
tliat an incrcaTc of exports and otliir irononnc indicis i)(note 
a licaUlij (tonomu proorc-s of tin conufr\ The conclusion 
was drawn that n dctKtion of turrenej ind 0x0110030 stahdi/a- 
tion at ]t (k! tuold) ritio wore reafiv fVtnmont d to Die itono' 
mic interists of the lountn Dies would base been refleeltd 
in a reduction in exports Indian busme-sinm and the 
nationaiipt cconoiiusts did not njrrco with the xzrw that the 
hsnrcs of export trade alone rhould prosidc the justiiication 
of the hi^liiT ratio It has been pointed out that the export* 
of tlip conntr'. must continue from the (ountn as Ion" as 
Dure are mips "rowing and the surplus crops can tind outlet 
onir through I'jujrts for iiKlustriahrcd agriculture does not 
exist in this count r\ ’ Most of the economic ills of the 
eminti \ have been atfiilmted to tlie 18r7 ratio by Die pessimist* , 
wndc the optitniA* base held tint the teas ills of Die mdus- 
Irnfists were after all nece*s.arj to a period of adjustment 
Indian busmi ssmen consider the deflationaij policy and 
exchange stabiliration as itsponsiWe for the glo'onij economic 
situation Thev jioint to the heaxw costs needed to maintain 
Die new ratio and hold that the case for the new ratio is not 
commensurate with the costs imohed The drastic fall m 
prices and tlic conscfjuent dislocation of the economic maclu- 
nerv of the countrs naturalli rnetted tlio ittention of the 
public to the disastrous consequences of the exchange stabili- 
zation pobcj of the Government A country-wide agitation 
was started to lower the exchange ratio when the Reserve 
Banlv Bill was being framed , but all such efforts came to 
nothing 

3 ,£evmxg 01 DnvvLUtTiox 

Deflation, leflation, deialuation and inflation are some 
of the current terms of currency which need not be considered 
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in this Chapter in detail Monetary experts have bviggested 
deflation and devaluation for eimeney stabilization Deflation 
may be called as a forcible lednction in the price-level by 
contracting the volume of cunency so as to raise the value 
of cunency umt in gold oi in teinis ot sroods ‘devaluation is 
a return to the gold standard sacriflcmg the pre-War par 
of exchange and establishing a difteient and a lower one — 
hkeivise the internal valuation of the cunency might be 
allowed to depreciate ’ Seveial aigiiments have been 
advanced foi securing impiovement m trade, use in prices 
of pnmary products, revival of industiial activity and pio- 
motion of economic pi ogress It is held that devaluation 
can secure these advantages in the case of India 

Thu Exaupie of Other Countries 

Most of the other countries have devaluated their curieucies- 
during the course of the economu depression The following 
table^ shows the percentage of depieciation among the coun- 
tiies belonging to the Sterling bloc — 


Eame of tlie Countrv 

Percentage of 
Depreciation 

Iffew Zealand 

50 

Australia 

50 

Great Britain 

35 

Canada 

30 

India 

21 


The classical illustration in this direction is the example- 
of the Erencli Franc of 1 928 The depreciation of cuiren- 
cies in Japan and the United States of America should also 
be taken into consideration The imports fiom the former 
country are hterally flooding the Indian luaiket The Indian 
Tariff Board of 1932 in then Report legaiding the grant of 
protection to the Cotton Textile Industry point out that 
“with currencies divorced fiom the gold standard in the 
principal countries concerned, there is a serious risk of un- 
expected developments occurimg which may seriously leaet 
on the level of puces ”■ The Boa'>'d are of opimon that if in 
this respect “developments occur which to any substantial 
extent falsify the tentative conclusions we have formed, 
there should be no hesitation to put in opeiation the provision 
for offsetting duties ’ 

1 See Bnu’s ntwle ‘Should XVc Unsettle the Settled Ratio’’ in, 
Maich 1934 Number of the MRwre Fconomic Journal 

=Eepoit of the Tarifi Boaid 1032, regarding the Grant of Pioiec- 
tion to the Cotton Textile Industii page 189, para 199 
^Ibid , page 191, paia 201 
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Let us see how India has fared in. comparison with other 
countries, siiecially the agncultnral eountnes, which have 
not only abandoned the gold standard, hut have also devalu- 
ated their currencies 

Feieeiiiage Decline tn ImpoH and JExpoil Dollai 
Values since 1929 ^ 


Country 

1930 

Imports 

1931 

1932 

Exports 
1930 1931 

1932 


0/ 

0/ 

°/ 

0/ 

0/ 

0/ 


o 

/O 

'0 

/o 

0 

/O 

ATgentmc 

25 

57 

71 

43 

53 

64 

Australia 

33 

72 

74 

29 

47 

55 

Canada 

22 

53 

69 

26 

49 

60 

A 

28 

52 

69 

27 

54 

69 

Isew Zealand 

12 

53 

66 

21 

46 

58 

India 

25 

19 

61 

22 

53 

70 

Isoiway 

1 

25 

57 

9 

43 

49 

Denmark 

3 

23 

55 

6 

27 

53 


Indie’s imports have deehned the least and her exports 
have deehned the most It is not suggested that the deprecia- 
tion of the forenm exchanges is the onhj cause of this state of 
afians, but it cannot be gainsaid that it is a very irnym iani cause 
of this situation 

The pel centage share of theworld’s trade of some of these 
countries may be compared with that of India ■' 

1929 1932 



Imports 

Exports 

Imports 

Exports 

Austraha 

1 98 

1 79 

1 35 

2 10 

Canada 

3 65 

3 71 

2 87 

3 83 

Argentine 

2 30 

2 74 

1 53 

2 69 

India 

2 54 

3 54 

2 53 

2 79 


The percentage share of the import trade of all countries 
excepting India has decreased The share of the export trade 
of Tanada and Austraha has expanded, but that of India has 
deehned very much 

The following two tables show that there was a tendency 
for a use in prices fiom the date of depreciation of currency 
and official suspension of gold standard in \arious countries 
•of the w orld' — 


* League of Xations, World Economic Survey, 1932-33, page 214 
5 Ibid , page 218 
® Ibid , pages 222 and 323 
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Ikdex-^Ttoiber'S or WnoLES.u.E Prices 
(Base 1913, 100 ) 



1930 

1931 

1932 




1933 




Country 

<J 

ta- 

rt 

a 


rt 

& 






Argentine 

u 

< 

u 

ij 

K 

—V 

9 

C 

& 

kT 

C. 

< 

>» 

rt 

June 


122 

118 

119 

113 

113 

112 

112 

112 

113 


Australia 

147 

131 

128 

123 

122 

122 

125 

129 



Canada 

135 

113 

104 

100 

99 

101 

102 

105 

106 

no 

USA 

124 

103 

92 

87 

8() 

86 

8G 

90 

93 


Japan 

137 

IK) 

111 

140 

136 

134 

133 

134 

136 

138 

Kew Zealand 

143 

133 

129 

125 

130 

129 

129 

130 

130 


Denmark 

130 

111 

113 

117 

124 

123 

122 

123 

123 

125. 

United Kingdom 

119 

104 

98 

100 

99 

98 

97 

99 

102 

102 

India 

IIG 

90 

S() 

ss 

SG 

82 

84 

87 

89 

91 


The aNjBANDONiiENT or the Gold StanOxUid 


Date of deprecntion 
m relation to cold 
— - Country 


'icu Month 


OfTicnl sosrensiDn of OfScnl imposition of 
cold standard exchange control 


(.Coiintnc's tthosc Currencies hai c (Icprccuiicd in rdalion io Gold ) 


1929 Kov 

Aigentmc 

Dec 

16 

1929 

Oct 

10 1931 

1930 March 

Australia 

Dec 

17 

1929 



1931 Sept 

Canada 

Oct 

19 

1931 



1933 April 

USA 

Maieh 6 

1933 

March 6 1933 

1931 Dec 

Japan 

Dec 

13 

1931 

July 

1 1932 

1930 Apiil 

Kew Zealand 

Jan 

1 

1932 



1931 Sept 

Denmark 

Sept 

29 

1931 

Kov 

18 1931 

1931 Sept 

United Kingdom 

Sept 

21 

1931 



1931 Sept 

India 

Sept 

21 

1931 




Comment is needless as the tables aie self-explanatory 
As the Indian curiency lemamed over-valued in terms of 
sterhng, the indirect effect on wholesale prices as shown 
bv the indices has been towaids a tall This is not the case 
with othei countries where a tendency to use is shown approxi- 
mately, roughly though, from the date of depreciation of the 
cuirency and suspension of the gold standard 

It may be aigued that because oui exjioit trade has not 
expanded with a 33 iiei cent depieciation against gold, there 
IS no guarantee that further depieciation of oui curiency in 
terms of Bterlmg wiU stimulate it The leason is easily under- 
standable and tbis iioint lias been very clearly explained by 
Mr ITalini Ilanjan Saikei in tlie foUoiving voids — 

“As Will be admitted by even tliose wlio are against devalu- 
ation at the present moment, Bnpee was over-valued in. 
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■September 1931 ■srlien lio’n ever, the linking of the Rupee mth 
the depreciated Sterling gave us no doubt some comparative 
advantage as against non-British countries, though in relation 
to Sterbng, Rupee has continued to be ovei-valued But 
along ivith Indii most of lier great international customers 
have also gone ofl. gold and depieciated their ciiirencies and 
evciiange to nearlv the same extent Thus vhile the relative 
advantage of depiccialion has been lost the original handicap 
of over-valuation still persists The depreciation of 33 per 
cent nov remains only against gold countries , that advantage 
IS no longer available against non-gold countries, and this 
lattei gronn consists of countiies to vhich about 75 per cent 
of our goods are cxpoited ’ 

The folloinng table shows the value of India s ioicign 
trade m 1932-33 inth vanoiis coimlries grouped imder the 
three broad divisions, Gold countiies Rterhngaria, and other 
non gold countiies — 

■OiPECTiON or IxDLVs Export Tpaub ix 1932-33 

Value Rs 

Gold Countries 27,13,92,588 

Rterhngana 07,27,26,306 

Other Non Gold Countries 38,02,37 043 


ToriL 132,43 55,937 


Thus the ^teihng bloc is the largest group of our export 
customers and dcialuation is the most potent means of getting 
advantages in these markets 

Dei AiiUATiox AXD Rise ix Price 
It mav be said that prices of agncnltural products may 
not rise as a result of devaluation This vieir seems to be 
inconeet and other things being equal deialuation must bnng 
about a rise in prices The following figures will prove that 
a, use in puces was biought about as a result of devaluation 


IxDEX or Prices 

Jute 


1931 

Raw 

ilanufac- 

tured 

Tea 

Rice 

June 

45 

07 

64 

74 

July 

44 

65 

72 

76 

August 

40 

68 

65 

76 

September 

51 

69 

63 

73 

October 

63 

80 

68 

77 

November 

60 

83 

75 

76 

December 

58 

«:7 

68 

78 


‘X R SaiRer’s statement on the Ratio Question in the iUj/«orc 
Economic Journal, December 1933 
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Pncfs loM' uTimodiUt'h tlio Rupoo tlp\ahiAtP(l 

m tpiTOh of gold in Si'ptomb'i I'Hi Rnt the ail\ intos'o has 
not hem fjiute so noil iinintanK'd jn<l b(’cau‘'e cscii tliou"li 
the Kiipee was deviln''ttd in nhition to gold, it rmninod 
oier-valued lu iflalinn to Muhn'j it Ibd Tin stijis taken 
b\ (lie Goa (‘1 niiien! in oulei I0 innntiin this iinrh earhange 
p.ardi liaai fmihoi depie"->(i pints If dong with the 
ihandonment of the gohi M ^ndaid India liad dso devaluated 
the Itnjiee in ttuns of Steiling ,is ■'onn of tlu Donnniona ind 
eaen oounlries like \oi\\ la uid Nvidm whuh lone linked 
their til mm los anth htiihnir haa< dom gualii rist in pines 
aionld liaM hfon adin vul 'I his n just whit wi hlioiild now 
adiocate in ordei to i.ceiai ihe Inmids ili.'t tin ihindoninent 
01 gold stand lid was (spiUid to toiifn ii]>on iis Tlu light 
was of putting it would be tint the evpubd impioaement 
eitliei in puces 01 m ou> fvpoit ti >dt in \iew of the llj pei 
cent (upieciation of tin Rupee m Kinis of gold did not eithci 
matiiialise 01 eoutimie on nmunt of tin fut that the Rupee 
was over-aalued and lint no steps vtn tikni to devaluate 
It in leiiiis of bterling Piifihif’tior> m tmns of hicilivg aho 
IS rssaodnd lo arinrre av (nhijunU n'<i ii\ pnen Oui devalua- 
tion lies been lialf-lieaited it stopped h df wav Ut ns /ms/i 
ilfmOicT rcdnr( (In lahic of ilu Rvpa in io nis of -sdihnr/ and 
mt 9 ?i«n immcdiaifli) irdinss a tujeomt )!V( tn piicci 

The fact that pines will list as a lesnlt 0) dev ihntion 
IS proved bt the e\p(iiene“ of othoi igiiuiltiual eountiies 
within the fcttiling gioii]) when tin currencies wire d( v lUiated 
an relation to Steiling snue Ihiglaud abindoind tlu gold 
tleud^'id in Scjitembei l‘t>l 

Tlovti tnvKCis 

It IS pointed out tint it tin Idd ratio it will bo casiei 
to met t tile Hoim* riiuges and othci foieigii obligitions tlmi 
at tilt lowcn ratio At tnst sight it so .ippeais that this aigu 
Tiieiit IS lealiy conect, betuisc iiiou itipees will be leqiiucd 
to meet the tanie amount of foicign obligations it Is Id than 
at Is tid In lealitv it is not ‘-o though tluoicticallv it may 
he con eel It is not enongli mi'iely to coiivaafc ovu foieign 
obligataons or Home Chaiges at vaiioiis latcs of ev.ehaiige 
and sav that* at a certain ratio it would be clieapei to repay 
them tiiaii at aiiotlier ratio One must go behind the nieio 
antlnnef leal calculation and then annual or total value m 
terms of lupees Ultimatelv v\c hive to meet them out ol 
our balance of trade, that is, out of our sin plus of exports over 
imports In the absence of a favourable trade balance, they 
must bo met bv exporting gold as is being done for the iiast 
two years It would he' of no use lo reduce then bmclen 
artificially by maintaining the rupee at a higher value if the 
trade surplus, out of which ultimatelj even the sinalloi amount 
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of rupee'; mu^t be found, is being reduced to a very great 
extent tberebv The ISd ratio encourages imports, dis- 
courages exports r.liich necessarily means a sbnnkage in tbe- 
favourable balance of tiade On the other hand if the Eupee- 
is devaluated exports are encouraged "which necessarily means 
a larger favourable balance of trade out of -which our foreigir 
obhgations can be met 

“In the olden days when the Eupee was worth 16f7 India 
had bumping favourable balances of trade, and the Govern- 
ment foimd It so easy to repav their Home Charges The 
Home Charges never worried them And now when the rupee 
is ISd our trade balance has declined so dangerously that it is- 
insufScient to meet them and we have theiefore, had to export 
increased quantities of gold to make up the deficit During 
the last two years we have exported gold valued at the fabulous 
amount of 127 61 crores Quite a large part of it was distress 
gold which had to be parted "with because the export of com- 
modities could not be maintamed ’ 

It must be adimtted that the depression is to a very great 
extent responsible for the fall in India s balance of trade - 
but at the same time it would be futile to deny that the devalu- 
ation of the Eupet would have stimulated exports, reduced 
imports helped India to obtain a much larger trade balance and. 
facihtated the pavment of our foreign obhgations 

Even bt^'ore September 1931 the Government of India had. 
to resort to the dc nee of transfers tlirough the Currency Eeserves- 
or that of borrowing funds in the London Aloney Harket to 
enable the Secretary of State to meet the Home Charges The 
result ^ have bv no means been satisfactory Our monetary 
gold le-ourcts have been depleted currency has been contracted 
to ■> ven great extent and our foreign obhgations have been 
mrrfavtd Durmg the five years before 1931-32 the Govern- 
ment of India could hardly remit Es 20 crores per annum 
on an ateiage through the normal process as shown by the- 
following table — 

jReunttances lo the keeretary of State ihiri)ig the Tears 
1926-27 to 1931-32 
{In thousands of Rupees ) 


Teat 

Xct purchase 
of sterling 

Sterling Loans 

Transfers througli 
Carrenev Eeseia es 

1926-27 

89 02 


23 43 00 

1927-25 

37 77 30 


5 06 00 

1928-29 

41 02 IS 

8 00 00 


1929-30 

20 39 12 

S 00,00 

15 77 00 

1930-31 

48 S2 

5 32 00 

11 63 00 

Toiai 

99 5S 80 

21 32 00 

55 89 00 

1931-32 

34 05 91 


37 73 00 



Cisi: ror ni i nv ir/OA 


In 1931 32 'ilso tlio (5oM*inuicnt could remit os miicli 

as T?s 3‘1 oimes tlie\ eoiiltl not pim base Woihns: m llie inaiket 
until Octoliei of 11u> «ain(‘ m.u huI luul to sell l‘> eioios lu 
Older to uiamt'iin the exfliausff As Ins been adnntted even 
by the Conti oiler of Ciineiu\ in Ins Repot t for 1911 32, bad 
it not been foi the Inme of "old fiom Iridn, the position 

uould Iiaie been still none 

It has to be idmill(‘d 11i it deaalualum uoiild h ive aftected 
the Goieriinunt s fmaneid jiosition , but the efoiinmie iiileiesls 
of the count l^ must ahiaiN be "utn piecedtiue ovei the 
finaneinl eoineniiiues of the (TO\irnment The limncial 
tionbles of the Goicinnunt uould laiEtely depend foi then 
solution on the uii]no\eimnt of etonoinit conditions uitbin 
the count i\ on a nsf* m tiie juues and on the ]imch isiii!? Xioiser 
of the people 

Buiintf the last seieial \eais emiij'tncv taxation has been 
pil<>d np to a iciv irieat extent and still the Goviinnunt finds 
itxen difficult to lialnnte the biuliret Increase in income-tax, 
biireb ir^es tnid the lcv^m^ of excise duties on suffat ancl 
matches baae been ri'soited to to Inlime the bndstet The 
budeet oslnnates foi 19 ;i l”) shov on inticipated smplns of 
Ks 1,29 lakhs only when imaily all emei^enex taxation pio- 
posals liaxi' been maintained and theie base been neu excise 
duties imposed on mitelies and suRat The raihiaj builsiot 
for 1911 35 discloses i net rkiint of Its 7,' cioies for 1933 31 
md X fall in the moomc foi 19 51-31 to Ns; eioies as aijamst, 
the budget ('ll amount of S9^ irores Foi 1051-35 the deficit 
IS estimated it I’s 5} eioies 

It docs not mean that the hi"!) latio is vliollj icsponsible 
for this state of aflaiis , but it Mill be eoiiect to say that it 
lias accentuated the I'vil efieets of tiade depiession and condi- 
tions might/ baae been bettei if dcvaliiataon Mcie piactiseel 

35X1111)1 X 01 iNDiairnoM ss 

The bmden of agnoultinal indebtedness has inei eased 
because of a fill in puces for mIucIi the iitio is to a 
laige extent icsponsible The fall m expoits his clepiessed 
the puces of agucultinal pioiliice inside the coimtix’' also , 
but the burden of lent, linel icvcnue and inteicst cliarges 
has not eouLCspondmgly diimmshcd 

IlrA'AUUA'J lOX AM) COA&UUUK 

In the aigiimonts usually adxmnced m lavoui of the 18e7 
latio piommonce is given to its benctits to the consume! A 
little rofleetaon muII shmv llic fallacy of the aigument that the 
consnmei is benefited bx^ the ISe? ratio In reality socie y 
cannot be split up mto separate consuming and pioducmg 
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groups Nenrl\ oil c'OJisumors aic (liroelly oi intluoclly jno- 
duceis and il, tlieretoie, llio'v linve to pay sometlnng more 
foi import’d goods -wliirli l.liov purolivso, tlvcy ■will bo raoie 
Iban compcnsat<'d by getting liiglicr prices foi yliat tbey pro 
duco Oonsiimois no also siogo-earneis nid os siicb tlicy 
Mil! bo benefit cd in the foim of better Magi s and full time 
employment, undoi the legimc of high xinees Wage earners 
lose in % period of using puces As eonsumcis tbey get 
mcroised pin chasing iioisei in a period of tiadc piospenty 
“When jou considei fmihei that on the nbole iie jiroduce 
more than mo consnme, and that the proportion of the ucces- 
bities of life that haic to be imported to that rvliicli can be 
found Milbin the conntiy is lalhor small, it rvoiild bo clear 
that on 1 be balance tin (ountrvas i Mhole stands to gain from 
dcTaluation and the (ousequent rise in prices” In tins 
connection, Sir Pmusliottanulas Thakmdas m bis ihnnic of 
Jlih'iini to tlio Itoxal rommission on Indian Omiency and 
Fmincc, 1020, iiroti thil ‘ legaiding impoited ai tides, the 
bcnclit fiom ahiglu'i t\(hauge is iimnediatc , but the piopoi- 
tion of such bdulit nmmng to the masses is veiy small, 
estimates i inging bifiifeu 7 poi cent and dO pei cent, of the 
imports ’ (I’ll I M, of the Bcnotl) 

In soim quaiUrs it is pointed out that the country should 
not icsoil to innnio; ntampulahonf but rnit foi bclto nmln- 
ilnnduiq iKtKcru nations Tins argument suiiposes that 
loMcimg the latio to Ibd nonld he cmrency manipulation 
III this lespect any change can be called manipulation In 
tins coimeetion Mi N H Saikcr in roxdj to Aeharya Hoy’s 
statcuiint pointed out that “it is a mattci of common kno\y- 
lodgc tlint the mainlenanco of the 18f/ Itnpee is itself one of 
the gicilcst lets of cuirency numpulation in loeent times 
It IS universally admitted lioM money, volume of cmrency, 
trmsfei of funds fiom one leseiie to anothei, in fact every- 
thing has been manipulated by the Goveinment iii their 
itloib to maintain an over-valualed Ttuiico Ealio ” 

It IS ti uo that hcUc) n>Hla standing bciioern naUons to restore 
the iirice eqiulihria and ciiriency systems is liighlj desiiablo , 
but to vait lor it indefinitely ivould bo a philosophy of despair 
It should be called economic fatalism Eveiy country must 
do lyhatcvoi it can to improve economic conditions and tins 
IS Mhat other eoimtiiea have done Japan, England, Ameiica, 
etc , did not m ait foi the rest of the rvorld to intervene in thoir 
behalf and emo then economic ills They took stops which 
they thought best suit able for their countries India shoidd 
also do the same thing Theieisno guarantee that if wo wait 
wo are smo of achieving hettei understanding betMcen nations 
As a niattei of fact the nations of the World dii meet and hold 



c isi 1 on hi I ilvatiojs 


2T') 

the Woihl Koonoinie Confeienee in .lune 193^, but they dis- 
lierscd ivithout any substantial acbieicmont to tbeu ciedit 
Accordni" to I’lof Gust n Tassel ‘ otliei eonntues by no moans 
need to remain ontueh ]us'-i%c,” ind “there is notliuig to 
in event them indiv ulu.dlj- pjoieeding on the light load and 
intioducing a rise in then piiee level ” 

It IS iinfoitunate that even the latio question lias been 
consuleied fiom the piovintial point of view and it Ins been 
asseitcd that “the move foi the dev ihiation of the llupee is 
being taken to give inducit piotection to the Bombay Mill- 
ovvneis ” If tlie Ibf? latio would mean piotection, it must 
be equally foi all millowmi-, bi IIkt m Bombw. Uimed.ibad, 
Nagpui, Sliola]nir, Cawnpoie, 'Madias oi Bengal It would 
give piotection not onlv to niiliov neis but to all iiroduceis 
who have to lace foieign lompetition Businessmen thiough- 
out India have been demanding that the i.ilio should be loweied 
and It IS not the Boinbiy imllowiuis alone who have put 
forward that demand The I edcration of Indian Chambers, 
consisting of vaiied Iiidiin industiial and eomineicial interests, 
have jiassed nnammoiis lesohitions demanding the 3 (a? latio 

It was pointed out by Atliaiya Bov tint fiom the stand- 
point of Bengal industiial dev elo])mei)t ^penally in the lino 
of tevlile, tins devaluation move appeals to ho moio smistei 
Bengal is foigmg ahead m the niittei of industiial development, 
hut if this move siief cods, it will ineiease the puces of inachmeiy 
considerably and without importing winch Bengal cannot do 
at picsent, and all hopes foi ludnstiial development will be 
doomed foi ever ’ 

Of conise, the pi ice of nnpoited raacluncrv would rise 
at the IGd latio , but that would be iiiplicable to Bombay 
and Bengal eqnallv The disadvantage vvoidd bo eoninion 
to all iinpoiteis of maelnneiy in all provnifcs in India !No 
doubt that jnovineo whith impoits maflimciy of a laigei value 
will have a gi eater disadvantage becinse it will have to pay 
a laigci total sum liming the five ycais 1927 28 to 1031-32 
the total value of tevtdc inaehineiy impoited into Bengal and 
Bombay was Bs 92,03,167 and Bs 7.65,41,011 respectively 
Bombay should, tlierefoie, lose iiioic than Bengal in this case 

If the stalling of new mills is m the mind oi those who 
advance tins aigiiment, it may bo point, cd out that nothing 
would prevent Bombay miilowiiers from erecting then now 
mills m Bengal 

Let us grant that a higher ratio will help Bengal by cheap- 
ening imported machinery Suppose Bengal staits a mill 
with a machinery woitli Bs 30 lakhs at the 18d ratio The 
machinery may be e\i)eeted to last for 30 ycais and to iirodiice 
goods worth at least Bs 10 lakhs annually If the ratio vveie 
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jlfifZ tlic nuUo^' ncr ouW Jme to pn> 32^ per cent on Rs lO 
Itklis, or 1 25 l.ikiH more than at 18(? But for ten m ir=i 
lit> would 1)0 cnjo\m^ a 12 J per cent protochon on annnol 
pioduction of Es 10 lakhs woifh ofjroods, or Rs 1 25 lakhs 
ever} }ear In othci words the disadvantage of the pnidiaso 
of matlnneiy under an Ibil liupee would be wjped out in the 
\u} first Year and the piolection of 12' per cent would 
continue to benefit tin industry for cverv succeeding yeai 

At 18d ilong with the iheapemng of the price of impoited 
inacluneiT, the iinee of imported cotton goods will also be 
lowcicd which will mtensifj foreign competition People 
would not care toinve&t money in future ivhen at present they 
hnd iiitei national competition to be \crv severe The cheap- 
ness of maclumn n duces the cost nndoubtedlv, but the 
advantage given b\ it in icsjsting foreign comncUtioii would 
be far outweiglud b\ the protection given by a lower latio to 
the goods produced be tin niacbinerv It is thus cleai that 
the Bengal Bomb ti contioversv in this case is futile 

[)LS\ILViION A^P Bm.VLL iMlVblUXLS 

The sliglitl} higher iiiiec that may liave to be paid foi 
maclunen with a lower evcliange would gne piotoction to 
mam^^actllul^ of machincr} and spare paits in Inch.a It 
would till!'' give employment to people who will be able to 
invc't flitii luoncv in 'inall indusfciies 

It IS dfvabutiQu m tcims of stcrbng which is needed and 
dcvahiation in leims of gold wall give us no advantage in our 
tiailc with bloiling bloc coimtnes These facts should be 
v.Ieaily borne in mind in a consideration of the ratio question 
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The Imperial Bank of India Amendment Act of 1934 

It Jias belli leoocni/ed suiee Ibo pi in of setting np a 
Ivoseive EaiiE foi India was tnst considered tbat, with the 
Iraubfci to a Ecseive Bank ol llie pnu'h oentral bulking 
function', winch aii' at ])rosenl peifoimed bj Ibe Imjiciial 
Bank of India, llic lattei should be fiecd fioni some of the 
restiietions wbicb were so far imposed upon it Thoioforo 
w’ben the Kestne Bank of India Bill of 1027 was. introduced 
on danuarv If, P1J7, tfieie was also sinmllaneoush introduced 
an Impen.il Bink of India Act (10‘20) Amendment Bill wliicli 
was designed to lenioc e some of those lestnetions and to modify 
the eontiol of GoAornment oaci the ojieiatums of the Bank 

The Imiiciial Bank ol India Bill of 1427 was leferred 
to a joint tommitlee identical with tint aaIucIi examined 
the lUscrA’O Bink Bill m that acai, and that cominittco 
recommeiulod ecilam amendments to remoA e defects m the 
admimstiatiAO machinery of the Banl These liaAc been 
ineoipoiatod in the jircsont Act winch received the assent 
of the Goa ernor-Gcner il on the dth !Mareh. lOJJ andAclncli 
AMll come into force on such dale is mav he appointed by the 
GoAcrnor-Geiieial m Council 

The moie important provisions and amendments of the 
Act are as follows — 

{a) feectiou 10 of the Impeiial Bank of India Act of 
1920 has been replaced by auotliei authorising the Bank to 
enter mlo an agreement Aiitli the Bescive Bank of India to 
conduct GoAminnient business is agent of the Eesenm Banlc 

(&) feeetion 0 of the old Act has been lopealod to lemove 
the limitation on the business which the Bank may tiansact 
at Its London otlicc and to giie specific powers to the Bank to 
open bianchos outside India, in London and elsewhoie 

(c) Ceitain amendments liave been made to gue the 
Bank extended jiowors in regaid to its inteinal business and 
to icmoA’c restiietions on the foicign exchange business which 
the Bank may transact For instance, the Bank can adA ance 
and lend money and open cash cicdits upon the seciiiity of 
the shaies of the Beserve Bank , upon debentmes oi other 
securities for money issued under the authority of any Act of 
a legislature established in British India by, oi on behalf of 
a mimicipal boaid or committee oi Avith the sanction of the 
Goveinoi -General in Council, upon debentmes oi other 
secmities foi money issued undci the aiibhoiity of a Prince 
oi chief of any State in India and debentmes of coiiiiianies 
10 



282 


APPENDIX 


TTitli limited liability Avbetlier registered in India or elseivbere 
subject to the directions of the Central Board It can also 
lend money and open cash credits upon the security of goods 
which are hypothecated to it as security for such advances, 
loans 01 credits, if so authorized by the special directions of 
the Central Board According to the Act of 1920 the Bank 
could not grant loans for more than six months , but the new 
Act allows it to make advances for nine months for financing 
seasonal agricultural operations It also allows the Bank 
to acqmre and hold movable and immovable property as 
security for anv loan or advance 

(d) The Bank is nov allowed to deal in the foreign 
exchange business To brmg tins mto effect the necessary 
amendments hai e been made m Part I of Schedule I 

The restriction that it could boriow money in India only 
for its business has been removed which means that the Bank 
can boriow money ontside India also for its own busmess 
It can grneiallv do all snch matters and thmgs as may be 
mcidental to the transacting of tlie various lands of business 
including the foieign exchange business 

(e) Certain amendments have also been made in Part II 
of Schedule I In this pait the Linds of business which the 
Bank is not allowed to transact are mentioned According 
to the Act of 1920, the Bank cannot make loans for more 
than SIX months It cannot also discount, buy, lend or 
advance money on the security of any negotiable security 
having at the date of tlie proposed transaction a longer 
period to run than six months According to the new Act 
the Bank shall be allowed to lend for nine months in certain 
eases and it shaU be able to discount or lend money on the 
security of any negotiable security -which is to run for nine 
months from the date of the transaction , but this -svill be only 
in case of bills draivn for financing seasonal agricultural 
operations 

(f) Provision i elating to the Constitution of the Banl 
The Central Board shall consist of the folloiving directors, 
namely — 

(1) the pre&idents and vice presidents of the Local Boards 

estabhshed under this new Act 

(2) one person to be elected from amongst themselves by 

the members of each Local Board estabhshed by 
this Act , 

(3) a Managing Director to be appointed by the Central 

Board for five years whose appointment may be 
continued by the Central Board for such further 
periods not exceeding five years in each case as the 
Board may think fit , 
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(4) sucli number of persons not exceeding two and not 

being ofRccis of the Government as may bo 
appointed by the Goveinoi-Gcneial in Council 
They shall hold office for one year but may be 
le-nomiuated , 

(5) a Deputy Managing Directoi who shall be appointed 

by the Gential Board , 

(()) the secret aiics of the Local Boards , and 

(7) if any Local Boaid is heieafter established under this 
Act, such number of persons to lepresent it as the 
Cential Board may piesciibo 

The Deputy Managing Dnecloi and the secietaries of the 
Local Boaids shall be at liberty to attend aU meetmgs of the 
Central Boaid and to take pait in its deliberations, but shall 
not bo entitled to i otc on any question arising at any meet- 
ing The Deputy Managing Directoi shall have the light to 
vote in the absence of the Managing Director The Governor- 
General in Council shall nominate an officer of Government 
to attend the meetings of the Cential Boaid, and such officer 
shall bo entitled to attend all meetmgs of the Cential Board 
and to take pait in its dehbeiations but shall not be entitled 
to vote on any question arising at any meeting Accoidmg to 
Section 28 of the Act of 1920 the Conti oiler of the Cuiienoy 
is an cx oifiGto iiiembei of the Cential Boaid of the Bank and 
foul othei members are nominated to the Board by the 
Goveruor-Geneial in Council According to the now Act 
the Controllci of the Cuiicncy mil not be an cr-o^ciomenibei 
of the Boaid and the Governor-General in Council ivill have 
the pouei to appoint not moie than two niembois to the 
Cential Boaid The control of the Government over the 
operations of the Bank is thus lessened 

{g) Under Begulation 54 of the Act of 1920 the Governoi- 
Geneial in Council is entitled to requiie of the Central Board 
of the Bank any information touching the affairs of the Bank 
and the production of any documents of the Bank, and he 
may also loqiure the publication of such statements of its 
assets and habdities in such form and at such intervals as he 
tlunks fit Tins power of the Governoi General is removed 
under the new Act, because the relevant provision is that 
“the statement of the balance shall contain the paiticulars 
and shall be in the form reqiured by Section 132 of the Indian 
Compames Act, 1933, and the piovrsions of Section 136 of the 
same Act shall apply to the Bank in like mannei as they 
apply to a banking company ” It may, however, be men- 
tioned that the provision by which the Governor-General in 
Council may appoint aiiditois under Regulation 69 to examine 
and report on the accounts of the Banlc has been retained 

10a 
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This meins that the Governor-General m Conncil viU he m 
a position to examine the affairs of the Bank in case of 
nece^sitj" 

It IS to be noted that this last provision may be necessary 
to make effective Section 45 of the Eeseix e Bank Act to the 
effect that the agieement betaveen the Reserve Bank and 
the Imperial Bank shall be conditional on the maintenance 
of a sound financial position by the Imperial Bank 
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